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YOUR COMPANY’S MOST VALUABLE ASSET 
NEVER APPEARS ON YOUR BALANCE SHEET 


PEOPLE ... are a company’s most valuable 
asset . . . particularly managerial people. 


In the development of management ‘know-how’ executives through a successful, proved plan 
today, the problem of executive recruitment which supplements their internal training pr- 
is high on the agendas of most progressive grammes for promising employees 
companies. 7 - " ei 
1 a ki ne This plan of training—the Business Adminisin- 
| ee ~ tabi os a — tion Course and Service of the Alexander 
‘ ease sstablishment of e - 
” increase its eslablishment of eliicient Hamilton and Hemingway Robertson Institutes 
executives. There is a continual searching ~ f 5 : : a> 
seta : Res ? 1as over 50 years of world-wide acceptance by 
within the ranks of every organization for : ; : 4 
promising employees : some 460,000 executives. The training covers 
: the whole structure of business . . . Production 
Proved Plan Offers Solution Distribution, Finance and Administration. kis 
Farsighted companies now find a new approach a planned programme designed for the bus 
to this problem by ‘growing their own’ executive —and all at supervisory levels 
We extend a cordial invitation to executives—and those of executive potential—to write for our 
informative brochure “Business Administration” or call at our nearest office in any capital city 


Mlemingway Robertson Institute 
Consulting Accountants . . . Professional Tutors 


Since 1897, an institution to promote personal advancement in business through education. 


122 BANK HOUSE - - BANK PLACE ~ - MELBOURNE 
122 BARRACK HOUSE - 16 BARRACK STREET - SYDNEY 


Offices all Capital Cities, Geelong, Newcastle and Launceston. 
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Inflation 
and Accounting 
Practice 


the past, discussions of the effects 

of changing price levels on accounting 
have appeared in accounting literature 
mainly in the context of rising, rather 
than falling, prices. This, of course, is 
in accordance with actual experience in 
most countries; for, in the past, the long- 
tm trend of prices has been upwards 
with a few relatively short-lived rever- 
wis. For this reason our treatment of 
the subject will also particularly refer to 
lation, although the theoretical argu- 
ments throughout apply equally to de- 
lation. Economic history shows that 
the problem of rising price levels is not 
a transitory one and, although the rate 
of price increases has slowed down 
somewhat in the last few years, the 
yadual increase in the price of com- 
modities has not ceased. Thus its place 
in accounting theory and practice has 
to be recognised. 


In accordance with presently accepted 
practice, transactions are recorded in 
tms of money values at the time the 
transactions take place, and subsequent 
price changes, if any, are ignored. When 
pices are continually increasing, the 
accounting records of past transactions 
become out of date; the longer the 
period of time since the transaction was 
made and recorded the less realistic are 
the records of that transaction. As stocks 
ae carried forward at out of date 
valuations, operating profits are inflated 
ty the inclusion of an element of purely 
monetary, not real, “profit” on inven- 
lones and, secondly, as depreciation is 
charged to operations on the basis of 
historical (below present) cost of the 
plant, the charge does not represent the 

current cost of using that plant. 
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Inflation is an economic problem 
constantly with us in varying degree. 
Its treatment in accounting practice 
creates a problem the solution of 
which has exercised the minds of 
many accountants without any great 
unanimity of opinion being achieved 
The following paper on the <biect 
has resulted from a study of the 
problem by three members of the 
Victorian Division of the Society, 
Messrs. Harold A.A.S.A., 
Pie, « G. B.Com., 


A.A.S.A., and §. R. Forell, A.A.S.A. 


* * 


Shaw, 


Sterns, 








Consequently, profits are overstated and, 
furthermore, the balance sheet values of 
assets and their current values diverge 
in proportion to the severity of the in- 
flation and the length of time that has 
elapsed since the acquisition of those 
assets. It becomes impossible to assess 
and compare at different dates the 
physical assets represented by the re- 
spective amounts in the balance sheet. 


Accounting has largely departed from 
the aim of merely collecting financial 
data depicting seemingly exact results. 
It has evolved, more and more, as a 
tool on which managerial and other 
decisions are based. It is therefore well 
to bear in mind that in this role, ac- 
countants should prepare and present 
financial data in the form in which they 
are most useful for the particular pur- 
poses they are designed to serve. Ob- 
viously, this requires the elimination, 
wherever possible, of all distortions 
which would be likely to give misleading 
results to all but the initiated. A brief 
example will illustrate the effect of rising 
prices on accounting procedures. 





Let us assume a business commenced on 1 January with a capital 
investment of £2,000 which was used to purchase a machine for £1000 


and stock (100 units) for £1,000. 


FIRST YEAR’S TRANSACTIONS 
£6,600 


Sales ... 
£5,000 


Purchases . , ei 
Stock in hand* at 31 Dec. (100 units) 
including a 10% price increase 
during the year 
* It is assumed that the 
used. 
PROFIT AND LOSS ACCOUNT FOR 
YEAR 1 


£1,100 
FIFO method is 


Sales £6,600 


Less Cosi of Goods Sold— 

Stock on hand—1 Jan. (100 
units) 

Purchases 


£1,000 
5,000 


6,000 
Less 
Stock on hand—31 
(100 units) 


Dec. 


1,100 4,900 





Gross Profit 1,700 
Depreciation (assumed life of machine 

is two years) . 500 
Net profit available for distribution 


and distributed £1,200 


—_<s 


BALANCE SHEET AS AT END OF 

YEAR 1 

Liabilities 

Capital £2,000 
Assets 

£400 


Cash 
1,100 


Stock on hand 

Equipment 

Less provision for depre- 
ciation 


£1,000 


500 500 





£2,000 


SECOND YEAR’S TRANSACTIONS 
£8,200 
£6,800 


Sales 

Purchases . 4 

Stock on hand* at 31 Dec. (100 units) 
including a 15% price increase 
during the year £1,265 


PROFIT AND LOSS ACCOUNT FOR 
YEAR 2 
Sales £8,200 
Less Cost of Goods Sold— 
Stock on hand—1 Jan. (100 
units) 
Purchases 


£1,100 
6,800 


7,900 
Less 


Stock on hand—31 
(100 units) 


Dec. 
1,265 


Gross Profit 
Depreciation 


Net profit available for distribution 
and distributed 


BALANCE SHEET AS AT END 
YEAR 2 
Liabilities 

£2,000 


Capital 


Assets : 

Cash £735 

Stock on hand 1,265 

Equipment (written off) - 

£2,000 

* It is assumed that the FIFO method 5 
used. 








This example, though exaggerated, 
nevertheless indicates the capital erosion 
which has taken place under conven- 
tional accounting procedures. Only £735 
is available to replace the used-up 
machine with an identical one now cost- 
ing £1,350 (assuming the cost of such 
machine at the end of year 2 to be 
£1,350). 


Many remedies have been suggested 
to overcome the defects of conventional 
accounting techniques in times of in- 
flation; most of these have been rejected 
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because of theoretical shortcomings of 
practical inconvenience. 


One of the latest proposals appears 
in a work by Professor R. Mathews and 
Mr. (now Professor) J. McB. Grant’. 
They point out that the two significant 
profit and loss account items affected by 
inflation are stock brought forward from 
a previous period at historical valuation 
and depreciation of plant acquired m 
earlier accounting periods. They further 


John McB. Grant 
in Law Book 





1. Russell Mathews and 
Inflation and Company Finance, 
Company, Melbourne, 1958. 
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show that conventional accounting profit 
is in excess of current income, as the 
former includes amounts that must be 
retained to finance the same physical 
assets (stocks and plant) at increased 
prices. An adjustment for these two 
items is carried out by debiting the ap- 
propriation account with the difference 
between current and book values of 
opening stock and with the difference 
between current and historical values 
for the depreciation charge for the 
period. The corresponding credit is 
carried to a reserve account. We feel, 
however, that it is not desirable to use 
the term “reserve” in describing the 
account which will contain the credit 
entries for the above adjustments”. The 
tem may be confused with reserves in 
the presently accepted meaning of the 
word. In fact, such a confusion has 
already occurred in some cases*. How- 
ever, this is a matter of terminology 
only and does not affect the theoretical 
validity of the proposed technique, which 
appears to us to be sound in theory and 
feasible in practice. 


We have already mentioned the 
shortcomings of the conventional 
methods. A shareholder or a prospective 
investor is less interested in the “historical 
record” of a company’s assets and 
liabilities than in its present day “net 
worth”. To achieve this, it is necessary 
fo express in current values the balance 
sheet items originating in previous ac- 
counting periods. 


We propose to develop a method 
which will eliminate both the overstate- 
ment of profits and understatement of 
assets resulting from inflation. 


Stocks at closing date will be valued 
at “end of period” values; this will serve 
to bring stocks into the balance sheet at 
current values and also serve the process 
of determining current income. This is 
i accordance with the method adopted 
by Mathews and Grant. 





2 : 
tith Our Proposals regarding accounts and their 
ules are discussed further. 


= R. C. Dalton. The Australian Account- 
mt, May, 1959, p. 280. 
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For plant, machinery and equipment, 
the original values at time of acquisition 
should be shown and a separate ad- 
justment for changes in values added. 
Retention of original values is desirable 
so that the factual nature of the account- 
ing records is not destroyed. It will also 
serve to maintain continuity of original 
acquisition values and assist comparison 
of asset movements between balance 
sheet dates. To facilitate compilation of 
the balance sheet in this manner, it is 
convenient to have two plant and equip- 
ment accounts in the ledger, one re- 
cording the original cost of the plant 
and the second recording increases to 
current prices. Suggested account titles 
are “Plant — Original Cost” and “Plant 
— Current Value Adjustment”, with 
corresponding provision for depreciation 
accounts. When increases in the book 
values of plant occur and are recorded 
in the current value adjustment accounts, 
the corresponding credits must not be 
treated as profits or reserves available 
for distribution. On the contrary, they 
must serve to safeguard real capital and 
show that at current costs a larger 
amount of money is represented by the 
existing physical assets. To give effect 
to this, it is necessary to have another 
account carrying the credit balance re- 
sulting from the foregoing, such new 
account being called “Price Compensa- 
tion Account”. 


We have here deliberately avoided 
using the term “Reserve” to prevent the 
possibility of the confusion mentioned 
above. 


At this stage it may be useful to have 
an example demonstrating this technique. 
We will use the data given in the pre- 
vious simplified example and assume 
that at the end of the first year the cost 
of an identical new machine is £1,120 
and at the end of the second year its 
cost is £1,350. 


During the first year, the following 


entries will appear. (Only the relevant 


entries are shown.) 
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Jan. ist.—Year 1 
Equipment — Original 
SS ea 

Stock on hand . Dr. £1,000 
To cash ee ee 


Being purchase of machine and initial stock. 
Dec. 31st.—Year 1 
Depreciation ... ..... Dr. 
To provision for Dep.— 
Original cost . ios Se. £500 
Being depreciation at 50% p.a. on original 
cost. 

Accounting profit for the year is 
£1,200 as shown in the earlier example 
and is transferred in the normal manner 
to the appropriation account. It is only 
at this stage that the new entries are 
necessary to counteract the effects of 
increases in the prices of stocks and 
equipment, as follows:— 


£1,000 


£500 


Dec. 3lst.—Year 1 
Profit and Loss Appro- 
priation A/c. Dr. £100 
To Price Compensation A/c. ce. £100 
Being adjustment to current value of opening 
stocks. 


This entry recognises the fact that 


the 100 units of stock which were 
originally debited to the profit and loss 
account at a cost of £1,000 would now 
cost £100 more. Therefore the ac- 
counting profit includes an inventory 
“profit” of £100 which is due merely to 
price increases. This cannot be regarded 
as income available for distribution if 
it is desired to maintain original capital 
undepleted in real terms. 


Dec. 31lst.—Year 1 


Equipment — Current 
Value Adjustment 
Ase. ... os <oeea: a £120 
To Price Compensation A/c. .... Cr. £120 


Being difference between current value and 
present book value of equipment. 


The above entry is necessary because 
a new machine would now cost £120 
more than the value recorded in the 
books. 


Dec. 3ist.—Year 1 
Profit and Loss Appro- 
priation A/c. . Dr. £60 
To provision for depreciation— 
current value adjustment .... Cr. £60 
Being additional depreciation based on current 
value of equipment. 
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By means of this entry the total é& 
preciation charge for year 1 is now a 
the rate of 50% of the current cost of 
the machine, i.e., £560 (£500 debited tp 
the profit and loss account and £60 a 
above.) This is the second of the two 
entries required to arrive at current ip. 
come. The appropriation account wil 
now contain the following entries:— 


PROFIT AND LOSS APPROPRIATION 
ACCOUNT 


Profit for year transferred from 
Profit and Loss Account £1,200 


Less: 
Transfers to: 
Price Compensation Ac- 
count (Stock) 


Transfers to: 
Price Compensation Ac- 
count (Equipment) £60 16 


£100 


Current income available for distri- 
bution £1,04 
and the balance sheet at that date wil 
be as follows:— 
BALANCE SHEET AS AT 31 DEC. 
YEAR 1 
Current Assets 
Cash ‘ £1,601 
Stock on hand £1,106 
Total current assets £2,701 
Fixed Assets 
Equipment — Original cost 
Add current value adjust- 
ment 120 


£1,120 
depre- 


£1,000 


Less provision for 
ciation 


Less liabilities 


Proprietorship 


Represented by: 
Original capital 
Price Compensation Account 
P. & L. Appropriation Account 


We will now consider the second yea! 
of the example. Again, the convention’ 
profit of £1,065 is transferred to t 
appropriation account. The ensuing & 
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justing entries (for the second year) are 
then as follows:— 
Dec. 31—Year 2 
Profit and Loss Appro- 
priation A/c. Dr. £165 

To Price Compensation A/c. Cr. £165 
Being adjustment to current value of opening 
socks at 1 Jan., Year 2. 

This entry is required because the 
100 units of opening stock debited to 
profit and loss account at £1,100 now 
would cost £165 more and therefore 
“profit” for the second year contains an 
inventory gain of £165. 

Dec. 31—Year 2 
Equipment — Current 


Value Adjustment 
A/c. Dr. £230 


To Price Compensation A/c. cx. £230 

Being difference between current value and 
present book value of equipment. 

This entry records that the value of 
the new machine now is £230 more than 
the book value. But for this particular 
equipment 50% of its life had expired 
before the beginning of this year. There- 
fore the Price Compensation Account is 
reduced by 50% of the increase of £230 
by the following entry:— 

Dec. 31—Year 2 
Price Compensation 

A/c. Dr. £115 
To Provision for Depreciation— 


Current Value Adjustment 
A/c. ce. £115 


Being 50% of life of the machine expired 
before the commencement of Year 2. 

For clarity we have shown the above 
wo entries separately; in practice they 
could be combined. 

Dec. 31—Year 2 

Profit and Loss Appro- 

priation A/c. Dr. £175 
To provision for Depreciation— 


Current Value Adjustment 
A/c. Cr. £175 


Being additional depreciation based on current 
value of equipment. 

The total depreciation charge for the 
xcond year is thus again 50% of the 
current capital cost, i.e., £675 (£500 
debited to the profit and loss account 
and £175 as above). 

We will again show the position of the 
appropriation account and the balance 
sheet as at the end of the year. 
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PROFIT AND LOSS APPROPRIATION 
ACCOUNT 


Profit for year transferred from Profit 
and Loss Account 


Less 
Transfers to: 


Price Compensation Ac- 
count (Stock) £165 
Transfers to: 


Price Compensation Ac- 
count (Equipment) £175 340 


£1,065 


Current income available for distri- 
bution £725 


BALANCE SHEET AS AT 31 DEC. 
YEAR 2 
Current Assets 


Cash 
Stock on hand 


£1,960 
£1,265 


Total current assets £3,225 
Add: Fixed Assets (written off) 


Less liabilities 


Proprietorship 


Represented by: 


Original capital 
Price Compensation A/C. 
Profit and Loss Appropriation A/C. 


After payment of £725 as distributable 
profit, the proprietor’s equity in the 
business is represented by 100 units of 
stock on hand (the same quantity as at 
the commencement of business two years 
ago) and £1,235 in cash, ie., £1,960 
less £725. But this amount is not suffi- 
cient to purchase a new machine now 
costing £1,350. Thus some capital 
erosion has occurred. The reason for this 
is that part of the firm’s assets were 
held in the form of cash which is 
not protected against inflation. It must 
be realised, that, if for convenience or 
other reasons, it is desired to keep some 
cash temporarily idle, then the resulting 
loss in the value of that cash must be 
accepted as the cost of that convenience. 
Availability of cash for replacement of 
particular assets when they are retired is 
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a matter for financial planning. The 
simplest form of this would be the 
setting aside at the end of each account- 
ing period of an amount equal to the 
total depreciation for the period, deter- 
mined in accordance with the principles 
we have outlined. This amount is in- 
vested in relatively liquid assets which 
increase in price at the same rate as the 
assets for which this “replacement fund” 
is being provided. Thus, when the old 
asset has been used up and written off, 
the value of this “fund” will be equal 
to the price of the new asset at that 
time. 


Taking our example, £560 at the end 
of the first year and £675 at the end of 
the second year should have been in- 
vested in this way to ensure the avail- 
ability of £1,350 for the purchase of a 
new machine. In cases where a constant 
proportion of fixed assets is replaced 
regularly, such investment takes place 
automatically and perhaps unconsciously. 
If the firm in our example used two 
machines (life of each being two years) 
and replaced one regularly at the end 
of every year then the total depreciation 
for each year would be equal to the 
replacement expenditure, i.e., to the 
price of one new machine. 


The method illustrated here with re- 
ference to equipment is equally applicable 
to other non-current assets. As in the 
case of equipment, it is necessary to 
determine current values of assets at the 
end of each accounting period and then 
proceed as indicated above. 


In the case of current assets (other 
than stocks) and liabilities, no adjustment 
is required. Balance sheet items con- 
sisting of debtors, creditors, loans, ac- 
cruals, etc., represent money claims 
which are receivable and payable in the 
same nominal money units (irrespective 
of the money values in which they were 
created) and are therefore automatically 
expressed in current values. 


Finally, proprietorship will appear in 
the accounts in the usual manner with 
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the addition of the Price Compensation 
Account, which will reflect the current 
value adjustments of assets as shown 
earlier. 


In Australia, the effects of inflation 
have been countered somewhat by re- 
valuations of assets. When recently one 
of the largest companies in this country, 
Imperial Chemical Industries of Australia 
and New Zealand Limited, decided to 
revalue its assets as at 1 October, 1959, 
it was reported to shareholders that 
“. . . Directors have decided to incor. 
porate these more realistic values in the 
company’s accounts . . . The purpose 
of the Board’s decision is to ensure that 
so far as possible, each year’s profits 
should bear a proper charge for depre- 
Gletiee . 2.” 


This indicates the desire of this com- 
pany for realistic depreciation charges 
in the profit and loss statement as well 
as for current values in the balance 
sheet. 


We have not discussed here the means 
of ascertaining current values for the 
various balance sheet items requiring 
adjustment. We have confined our- 
selves, at this stage, to suggesting a 
method of incorporating current values 
as a regular feature at the end of each 
accounting period. The resulting balance 
sheet is then stated in current values, 
whilst original values are still shown; 
similarly, in the process of determining 
current income, the conventional ac- 
counting profit is also shown. 
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4. Imperial Chemical Industries of, Australia 
and New Zealand Limited, Chairman's Adtres 
at the 3lst Annual General Meeting on 


February, 1960. 
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Private Companies in the 
Farm Sector 


ISTORICALLY the private com- 

pany developed as a variant of the 
public company suited to enterprises of 
a moderate size in that a small group of 
individuals could combine their financial 
resources and have sufficient to finance 
such a business. As there are apparently 
no significant economies of scale (above 
the moderately large size farm) in the 
pastoral enterprises that predominate in 
Australian agriculture, then theoretically 
the private company could be the means 
of bringing to Australian agriculture the 
other two main advantages of the corpo- 
rate form of enterprise:— adequate 
financial resources and a_ professional 
(specialist) management structure. 


Both financing capital formation and 
eficient farm management are major 
problems of Australian (owner-operator ) 
agriculture today. It is generally accepted 
that there is a significant move towards 
private company formation in Australian 
agriculture at the present time and the 
question immediately arises as to what 
extent that a significant move towards a 
corporate system of ownership and 
management of agricultural resources 
might be taking place. 


Perhaps it is desirable to say at the 
outset that these private companies being 
formed are not the companies envisaged 
above but they are essentially only legal 
structures — an Owner-operator farm re- 
organized to operate in the legal form of 
4 private company for taxation reasons. 

8 does not mean that because they 
#é mainly legal structures they have 
n0 economic importance and it is the 
purpose of this paper to consider the 
ftasons why they are being formed and 
some of the economic implications of 
this movement. 
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By R. W. ARCHER, B.a. 


The Number of Private Companies 


The figures available from the latest 
(and earlier) Reports of the Commis- 
sioner of Taxation suggest that private 
company formation is not proceeding at 
a very rapid rate. Thus at 1955/56 
there were a total of 1910 private com- 
panies engaged in the agricultural, grazing 
and dairying industries in Australia 
compared with 962 in 1951/52'— an 
average formation rate of about 240 a 
year. A few points about this company 
formation are worth noting: — 

(i) The 1910 private companies with a tax- 
able income of £12.076m. in 1955/56 
were not very substantial compared with 
the 291,614 primary producer taxpayers 
with a taxable income of £311.752m. 


Less than 1910 farms would have been 
run as companies during 1956 because 
often one farm business is formed into 
more than one company. 

There is a marked movement to the 
formation of “pastoral companies” in 
the farm sector? and these so-called 
“pastoral companies”, e.g. “Wagga 
Pastoral Co.”, should not be confused 
with limited liability private companies 
because they are predominantly unincor- 
porated family partnerships formed to 
save income tax. 


While the above figures and points 
indicate that private company formation 
in agriculture was of limited importance 
and proceeding at a moderate rate about 
1955/56, many accountants believe that 
the post-1955/56 rate of formation has 
increased and it could well be, in view of 
the definite tax advantages obtained from 
incorporation, that the rate of formation 





1. Most of these companies were located in 
N.S.W. (868), Victoria (251) and South Aus- 
tralia (337). 

. Partnership tax returns increased by 5,000 
a year between 1953/54 and 1955/56. 35th 
and 37th Tax Commissioner Reports. 


32] 





if visualized graphically would take the 
general form of a Gompertz curve. We 
now turn to a consideration of the 
reasons for the incorporation of the farm 
business. 


Reasons for Forming Private Companies 


As mentioned earlier, companies are 
not being formed to obtain the traditional 
advantages of the company form of enter- 
prise (including limited liability) but 
simply to change the legal form of owner- 
operator businesses, which remain un- 
changed in their actual management and 
financing, for the purpose of avoiding tax 
—mainly death duties, but to some 
extent income tax as well. Just how this 
is achieved may best be seen with a few 
examples showing some of the alternatives 
open to a farmer. 


Let us consider a woolgrower with a 
farm business with assets of £60,000 (of 
which land and fixed improvements would 
comprise about £45,000) earning a tax- 
able income of say £5,000 a year. Such 
a farm would be from two to three times 
a “home maintenance area” and while 
not typical, a substantial proportion of 
grazing properties in Australia would be 
this size or larger. Such a farmer would 
have to pay about £1,700 a year income 
tax with a marginal tax of 11s. in the £ 
and his estate, if valued at £60,000, 
would have to pay about £17,000 State 
and Federal death duties. 


If the farmer was particularly desirous 
of reducing the death duty on his estate 
he could form a holding company with a 
capital of £45,000 in 45,000 shares of 
£1 which would buy the land from him 
(an exchange of shares for land) and then 
lease the land to him to operate the farm 
business as he still owns the livestock and 
plant. The holding company is consti- 
tuted so that its control is vested in 
whoever holds a few special director’s 
shares of nominal face value or alterna- 
tively in a governing director who is 
appointed for life. The farmer can now 
proceed to give or sell * the shares to his 
family and divest himself of his equity 





3. Such sales are usually financed by loans 
which are repaid from the dividends received. 
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in his £45,000 worth of land with th 
exception of the few special director; 
shares which he retains as long as he 
wishes to retain control of the land. 


Such a company arrangement enabls 
the farmer to separate ownership an 
control of assets, to retain to a late 
stage the choice of who is going to inherit 
control and to make his assets mor 
divisible and transferable and at the same 
time offers the prospect of substantially 
reducing death duty. 


This combination of holding company 
and sole trader does little to save income 
tax and to meet this difficulty family part 
nerships are sometimes formed. Thus 
the farmer would form a partnership with 
his wife and children often (via a trust) 
to own and operate the livestock and 
plant, leasing the land from the company 
and sharing the profits between them. 


The family’s entry into the partnership 
could be financed with a loan from th 
farmer with the family obliged to use 
their share of the profits to pay off the 
loan. This means that the family’ 
equity in the livestock and plant increases 
from year to year, the overall tax bill is 
substantially reduced and the farmer 
retains control of current farm income 
while the family repays the loans. Whik 
this is the legal position, the author has 
noticed that what usually occurs is that 
a partnership agreement is drawn up, 3 
partnership bank account opened and al 
the farm and household transactions are 
made through this account by the farmer 
so that as far as the farmer is concerned 
there has been little change in the way 
he runs the property and its finances. The 
accountant makes the appropriate book 
entries. Such a partnership with wit 
and two children in equal shares could 
reduce the annual income tax from £1,700 
(on £5,000) to about £650 (on four a 
£1,250). 


The combination of holding compat) 
to hold the land and family partnership 
to operate the farm would appear to 
a reasonable method of avoiding death 
duty and reducing income while at ® 
same time allowing the farmer to retail 
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control of his assets and, more import- 
antly, the income obtained therefrom. 
However, it appears that in practice the 
above arrangements are not generally 
popular and most private company forma- 
tions appear to consist of farm businesses 
organized as companies which both own 
the farm assets and operate the. farm 
business. 


Such an arrangement has the disadvan- 
tage of not reducing income tax to the 
same extent as a family partnership but 
is often preferred particularly for large 
properties because, inter alia, (a) the 
farmer can obtain a more secure control 
without the risk of disruption that might 
arise if a partner (e.g. son or wife) wished 
to withdraw, (b) the farmer can divest 
himself of his assets more completely 
and efficiently and avoid some of the 
complications that might arise with 
family partnerships, (c) the retention 
allowance of companies is a means of 
financing farm capital formation from 
income without paying double taxation 
on it and at the same time keeping it 
within the company, and (d)_ re- 
organization as a company leads to a 
reduction in provisional tax outlays — 
both immediately and in the long run. 


The farmer wishing to re-organize the 
fam business would form a company 
with 60,000 shares at £1 which would 
then in effect exchange the shares for the 
farm assets. The 60,000 shares could 
take various forms to achieve various 
ends but they would include a few special 
director’s shares or alternatively the com- 
pany articles would appoint the farmer 
governing director for life. The shares 
ae then distributed by gift or sale 
between the desired beneficiaries. 


The amount of death duty payable at 
ay time by the farmer’s estate should 
he die depends on the extent to which 





4. One variation to overcome the problem of 
the farmer’s tax liability arising from the 
sale of livestock entered in his accounts at 
low book values is for the farmer to lease 
the sheep to the company. The flock grad- 
ually become the property of the company as 
natural increase replaces the existing flock 
8 natural increase is the property of the 
lessee. Another variation to meet the same 
Problem is a partnership between the farmer 
and the new company. 
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he has distributed the shares and his 
other assets. The latter do not matter 
so much because the main aim is to 
reduce the burden of death duty on the 
farm business. 


The amount of income tax paid with 
such a company depends on the amount 
the farmer takes as management and 
director’s fees, company tax, the amount 
distributed to shareholders and their 
income tax rates. Thus, if our farmer 
draws £2,000 fees and the company pays 
out the balance (£3,000) less company 
tax (£675) less retention allowance 
(£1,014) as dividends to the three family 
shareholders (three at £437) then the 
total tax paid on farm income is about 
£1,100 (income tax on £2,000 and three 
at £437 plus £675 company tax). This 
represents a substantial tax saving on the 
holding company and sole trader arrange- 
ment but it is not as good in this respect 
as the holding ccs > .y and family 
partnership arrange) 


Another import 1 of private 
company arrangen. .i in agriculture 
which would account for many of the 
companies but only one-third or less of 
the incorporated farm businesses, is that 
favoured where the farm business is a 
fairly large one and is initially run as a 
partnership (brothers or father and 
son/s). In the case of say two brothers, 
three companies may be formed. One 
company owns and operates the farm 
business and the shares in this company 
are held by two family investment com- 
panies — one for each brother and his 
family. Each brother is thereby able to 
arrange his own affairs to suit himself 
and distribute the shares in his company 
between his family without the likelihood 
of disrupting the farm business. This 
arrangement is also adopted by farm 
businesses run as estates and the author 
has come across large estate farms 
organized into seven companies. 













A variation on this arrangement 
consists of actually operating the farm 
as a partnership of the main asset-owning 


company and the family investment com- 
panies with farm income being shared 
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equally. This has the advantage of 
reducing company tax if the farm income 
exceeds £5,000 a year as company tax 
rises from 4s. 6d. to 6s. 6d. in the £ 
above £5,000 profit a year. 


This outline indicates that the private 
companies being formed over recent years 
consist of holding, operating and family 
investment companies either in isolation 
or in partnership. The author’s intention 
has been to outline some of the main 
forms only and some aspects, e.g. incor- 
poration in the A.C.T., and individual 
refinements have been ignored. In 
general, the main aim in forming com- 
panies has been to avoid death duties 
more than income tax, although the latter 
is usually a welcome by-product. 


Company formation is virtually limited 
to large farms as the average farmer has 
a less serious tax problem and can usually 
meet it with life assurance policies and a 
family partnership. The basic method 
of avoiding death duties is to give away 
the farm assets, and the company, with 
special director’s shares or a life governing 
directorship, enables the farmer to divorce 


ownership from the control of assets so 
that he can give away the farm assets but 
at the same time retain control of their 
management and the control of farm 


income. Company shares also give the 
farmer’s title to assets a new divisibility 
and mobility. It is apparent that none 
of the company structures outlined give 
the farm business the traditional advan- 
tages of the corporate structure such as 
access to wider sources of finance or a 
specialist management structure. How- 
ever, this does not mean that the trend 
to incorporation of the farm business has 
no economic significance and it is to a 
consideration of this that we now turn. 


Economic Implications 


The most obvious result of this trend 
to private companies in agriculture is an 
undesirable increase in the complexity of 
farm affairs (and accounting costs) at a 
time when there is evidence of signific- 
ant scope for improvement in farm 
management. While the farmer has 
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the services of the specialist account. 
ant available, it still means thy 
the farmer has to make decisions on many 
of his plans on the basis not only of their 
intrinsic merits or demerits and thei 
tax concession implications, but also of 
their implications for his company and 
the possibility of company tax lay 
changing. The net effect is likely to 
an increase in farmers’ distaste for record 
keeping, and a somewhat less efficient 
control of farm resources. 


A more important short run effect is 
the increase in such farmers’ net dispos- 
able income due to the income tax saving 
usually achieved by a sole trader forming 
a company. This increase in disposable 
income plus the reduced need to accumi- 
late reserves (including life assurance) to 
meet potential death duties will probably 
cause a significant increase in the level 
of farm investment above what it would 
otherwise have been. This is likely 
because finance is generally the limiting 
factor to farm investment and it is quite 
possible even though the available tax 
concessions are such as to enable the 
same farmer as a sole trader to undertake 
the same level of investment. 


The success of companies as a means 
of reducing the burden of death duties 
has important economic implications in 
itself. The incidence of death duty is 
so high at present that if many large and 
moderately large farms had to meet this 
heavy capital levy without having made 
previous provision for building up sub 
stantial liquid assets or having taken 
avoidance measures then a_ substantial 
portion of the farm assets would have to 
be realized and this would constitute a 
major force leading to a family farm 
system of agriculture. Thus a farmer 
with a farm estate worth £100,000 which 
is nowadays only a moderately large farm 
(three or four “home maintenance 
areas”) would be liable for about £39,000 
State (N.S.W.) and Federal death 
duties. Even a farm estate worth £50,000 
is liable for death duties of about 
£12,000. Death duty rates of this order 
must eventually force most moderately 
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large and bigger farms to be broken up 
unless this can be avoided or mitigated 
by the formation of companies and other 
measures. 


It is necessary to bear in mind that 
this effect of death duty on the business 
unit is peculiar to agriculture because the 
agricultural firm is predominantly a sole 
trader business and it is technically pos- 
sible to pay a large capital levy by selling 
of only part of the business. 


The problem appears to arise from the 
fact that current death duty rates were 
drawn up in the pre-war period when a 
farmer worth £100,000 was in fact a 
lage landowner owning ten or more 
“home maintenance areas” against whom 
a case could be made on egalitarian 
gounds for breaking up his holding. As 
a result of inflation the same death duty 
is levied on a farmer about one-third as 
well off as the person originally envisaged. 
It is probable that in the case of State 
death duty this position has arisen more 
from a general revenue shortage rather 
than a desire to break up moderately 
lage farms and there is no reason to 
believe that it is the aim of the Federal 
Government. 


In short the author sees the trend to 
private company formation in agriculture 
as a reasonable reaction to a capital levy 
of undesirable severity. While high death 
duties are consistent with the popular 
support for egalitarianism in Australia it 
is the author’s view that egalitarianism 
to this extent is best satisfied at the distri- 
bution level rather than at the production 
kvel and discrimination against all farms 
‘gnificantly larger than the “home 
maintenance area” farm (family farm) is 
at the expense of production efficiency. 


In point of fact the movement towards 
€ mcorporation of the larger farm 
business will probably have the effect of 
achieving a wider and more equitable 
distribution of the income of the larger 
farms. The greater divisibility and trans- 
kerability that company shares give to 
asset titles plus the desire of the farmer 
0 distribute shares as widely as possible 
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to reduce income tax has meant that 
farmers’ daughters in particular have 
benefited. In the past many larger 
farmers were forced to discriminate 
against their daughters in order to hand 
on the farm as a going concern and the 
best most daughters could expect was a 
modest capital sum inheritance. Also 
the farmers’ wives “life interest” arrange- 
ment is replaced with a parcel of shares 
in these companies. By the second 
generation of shareholders such shares 
will be distributed between a greater 
number of people both inside and outside 
the farm sector. 


While such a distribution of farm 
income between a greater number of 
people is more equitable, it does raise the 
problem of how the demands of these 
shareholders for dividends plus the salary 
needs of the sons or their sons who are 
managing the farm business, and the 
need for financing farm improvements, 
are going to be financed out of a given 
income. 


In an agricultural system where capital 
formation is largely financed from income 
the sharing of a given income between a 
greater number of people is going to 
mean that a lower proportion must be 
available for ploughing back into the pro- 
perty. While most of the companies 
being formed give the current farmers 
complete control during their lifetime, 
the long run trend will be towards the 
increasing use of farm income for 
dividend payment. To what extent this 
might be undesirable from the production 
point of view depends on the extent to 
which finance will be the limiting factor 
to future profitable farm capital forma- 
tion. 


Another possible long run effect of 
recent private company formation is the 
expansion of the public company sector 
in Australian agriculture. Three of the 
seven pastoralist companies currently 
listed on Australian stock exchanges were 
private companies converted to public 
companies for, inter alia, taxation 
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reasons. The main reasons for conversion 

are:— 

(i) the market for private companies is 
rather limited for tax reasons; 

(ii) the public company is not liable for 
undistributed profits tax and this can 
be advantageous if, for example, a pro- 
gramme of land acquisition is planned 
(to be financed out of profits); 


the public company has access to the 
wider sources of finance offered by stock 
exchange listing which can be advan- 
tageous for any programme of capital 
expansion; 

the private company shareholders often 
have the prospect of an immediate non- 
taxable capital gain on conversion; and 
the ability to sell shares is a distinct 
advantage if, for example, some of the 
shares have to be sold to meet probate 
on a large shareholder’s estate. 


The author sees any trend to the 
expansion of the public company in Aus- 
tralian agriculture as desirable as a means 
of bringing some of the traditional advan- 
tages of the corporate entity to agri- 
culture — mainly access to wider sources 
of finance and specialist management 
structure. A good case can be made for 
the view that the minor importance of 
public companies in Australian agri- 
culture today is not due to their economic 
inappropriateness but is due rather to 
vigorous government hostility in the form 
of closer settlement programmes. 


Summary 


There is a trend towards the formation 
of private companies in Australian agri- 


culture but by 1955/56 the incorporated 
farms were still of minor importance 
This incorporation does not bring t 
agriculture the traditional advantages of 
the corporate entity but consists of alter. 
ing the legal form of the farm busines 
mainly to enable the farmer to avoid 
death duty but at the same time usually 
enables him to make significant income 
tax savings as well. Various forms o 
companies are used but the particular 
advantages of incorporation are th 
separation of ownership and control and 
the divisibility and transferability of asset 
titles achieved. This movement has ; 
number of probable consequences in 
that incorporation 


the financial and legal aspects 
affairs undesirably compl 


1. makes 
of farmers’ 
cated. 

. will in the immediate future increase fam 
net disposable income and thereby increase 
the level of farm investment; 


enables larger farmers to avoid the sub 
division of their properties which would 
otherwise almost inevitably follow from 
the present scale of death duties; 


. leads to a wider and more equitable dis- 
tribution of larger farm income—immedi- 
ately to farm women but to a wider group 
among future generations—but that this 


will, in the long run probably reduce the 
proportion of farm income available for 
financing farm improvements and may 
therefore cause a reduction in the mie 
of farm capital formation in the futur; 
and 

will in the long run give a desirable boost 
to the expansion of the public compaty 
into the agricultural sector. 





LL.O. PUBLICATIONS 


The publications of the International Labour 
Office (Geneva) include periodicals and man- 
uals of practical use as reference material 
for management and for staff training pro- 
grammes in a wide variety of industrial enter- 
prises. 


The ILO periodicals include: International 
Labour Review (published monthly); Industry 
and Labour (published twice a month); Legis- 
lative Series (published every two months) 
and Year Book of Labour Statistics (published 
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annually). Special publications include: Jnire- 
duction to Work Study; Maintenance an 
Repair of Motor Vehicles; Model Code 4 
Safety Regulations for Industrial Establish 
ments; Payment by Results; Internation 
Migration, 1945-1957, and Labour Costs In 
European Industry. 


An intreductory catalogue of L.L.O. pub 
lications with Australian prices is 4 
on request from: LL.O. Australian Sale 
Agency—United Nations Association ? 
Australia, Victorian Division, 177 Collis 
Street, Melbourne. 
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May 1960 Model Answers Are Available 
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tribution about four weeks after the examination session closes. The model answers to 
Commercial Law A, Commercial Law B, and Stage 3 Auditing and Business Investigations 
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Students are advised to buy the Model Amswers to the subjects for which they still 
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the more advanced subjects. Separate model answers booklets for each examination session 
at 5/- each, post free, except Income Tax Answers which are 4/- each, are published as 
follows— 

(1) Stage 1 Accounts and Auditing. (5) Income Tax Law and Practice. 

(2) Company Law and Company Accounts. (6) Auditing and Business Investigations. 

(3) Commercial Law ‘A’ and ‘B’. (7) Advanced Accounts—Part ‘A’. 

(4) Monetary Theory and Practice. (8) Advanced Accounts—Part ‘B’. 
Remittances should accompany orders with exchange added where necessary. 


Australasian Institute of Cost Accountants 

The College has published Model Answers to the examinations conducted by the 
Institute in May, 1957; October, 1957; May, 1958; October, 1958; May, 1959; October, 
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and this method has proved eminently successful. 


EVENING CLASSES 


Evening classes for the new term for students preparing for the examinations of 
Institute of Chartered Accountants in Australia, the Australian Society of Accountants, 
and the Institute of Sales and Business Management, commenced on June 6, 1960, for the 
October, 1960, examinations. 

Classes for the next examinations to be conducted by both the Secretarial Institutes 
begin on July 19th, 1960. 

New classes for the October, 1960, examinations of the Australasian Institute of Cost 
Accountants begin on July 20th, 1960. 
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Notes on Selected Tax Cases 


PENALTY FOR INCORRECT 
RETURN 


The House of Lords confirmed 
the calculation by the Inland Revenue 
Commissioners of a penalty for the 
submission of an incorrect United 
Kingdom income tax return. 


In these notes appearing in the 
December, 1959, issue of The Australian 
Accountant, comments were made on the 
case of Inland Revenue Commissioners 
v. Hinchy (1959) 2 All E.R. 512. 


The taxpayer had included in his U.K. 
tax return an amount of £18/6/0 Post 
Office Savings Bank interest. The amount 
of interest actually received was, how- 
ever, £51/5/9. 


On the authority of Section 25(3) of 
the United Kingdom Income Tax Act 
1952, the Commissioners brought an 
action against the taxpayer to recover a 
penalty of £20 plus “treble the tax which 
he ought to be charged”, viz., £418/14/6, 
which was treble the total amount of 
tax payable for the year concerned. 


The Court of Appeal, in the case 
mentioned above, decided that “the tax 
which he ought to be charged” should 
be interpreted to mean the tax which the 
taxpayer was not charged, by reason of 
his default, on the income omitted from 
his return. The penalty to be imposed, 
pe Court said, was £20 plus £42/15/0 

y. 


The Inland Revenue Commissioners 
took the case to the House of Lords, 
who without dissent came to the con- 
clusion that the ordinary meaning of the 
words “treble the tax which he ought to 
be charged” was “treble the whole tax 
which the taxpayer ought to be charged 
for the relevant year”. The penalty of 
£20 plus £418/14/6, which was three 
limes his total schedule E assessment 
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(£125/6/6) plus three times his schedule 
D assessment (£14/5/0) was therefore 
confirmed. 


Taxpayers subject to assessment in 
accordance with the provisions of the 
Australian Income Tax Assessment Act 
may derive some comfort from the fact 
that penalties of this severity cannot be 
imposed where omissions of income 
occur. 


Lord Radoliffe referred to the fact that 
most of the penalty clauses of the U.K. 
Income Tax Act had their origin in the 
Acts of 1803-06, if not earlier in 1799. 
“If the purpose of Parliament at that 
time was, as I suspect, to impose heavy 
penalties for any kind of evasion, pri- 
marily as a deterrent, there is no reason 
for surprise that the various penalties are 
neither adjusted harmoniously to each 
other nor in themselves proportionate to 
degrees of blame or threatened losses of 
revenue. It was as ‘rational’ to hit out 
blindly and heavily at anyone who was 
caught as to maintain savage and indis- 
criminate punishments under the criminal 
code until an effective police force had 
been established. What is more surprising 
is that, apart from the small changes 
made by the Finance Act, 1923, nothing 
has been done by Parliament ever since 
to review the whole unsatisfactory set of 
penalty sections and remodel them in the 
light of conceptions appropriate to the 
present day. Such a review has been 
called for both in the Report of the 
Income Tax Codification Committee (see 
Cmd. 5131, paras. 173-183) and in the 
Final Report of the most recent Royal 
Commission on Income Tax (see Cmd. 
9474, Part VII, cap. 33), and the re- 
commendation has, no doubt, reached 
the destination usually reserved for ad- 
vice invited by governments from such 
committees.” 


Lord Reid observed that extravagant 
results flowing from the strict interpre- 


327 





tation of the penalty clause involved had 
caused the Court of Appeal to search for 
an interpretation which would yield a 
more just result. “What we must look 
for is the intention of Parliament, and I 
also find it difficult to believe that Par- 
liament ever really intended the con- 
sequences which flow from the Crown’s 
contention. But we can only take the 
intention of Parliament from the words 
which they have used in the Act and, 
therefore, the question is whether these 
words are capable of a more limited con- 
struction. If not, then we must apply 
them as they stand, however unreasonable 
or unjust the consequences and however 
strongly we may suspect that this was 
not the real intention of Parliament. . . 
One is entitled and, indeed, bound to 
assume that Parliament intends to act 
reasonably and, therefore, to prefer a 
reasonable interpretation of a statutory 
provision if there is any choice. But I 
regret that I am unable to agree that 
this case leaves me with any choice. 
When I look at the way in which the 
provisions of Section 23(3)(a) were 


brought into the Income Tax Acts, and at 
the way in which those provisions must 
be applied in circumstances other than 
those contemplated by the Court of Ap- 
peal, I find myself unable to hold that the 
crucial words are capable of the inter- 
pretation which they have adopted.” 


The case is Inland Revenue Com- 
missioners v. Hinchy (1960) 1 All E.R. 
505. 


OVERSEAS TRAVELLING EX- 
PENSES 


Deductions claimed for expen- 
diture incurred on overseas travel- 
ling have been the subject of recent 
cases heard by the Board of Review. 


8 C.T.B.R. (N.S.) Case 98 


M was the managing director of a 
private company which conducted an 
export business. The directors of the 
company decided that if M were to under- 
take a business trip abroad, it was es- 
sential, because of his state of health, 
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that he should be accompanied by his 
wife. Accordingly it was decided that 
the expenses of both M and his wif: 
on the proposed overseas trip should be 
paid by the company. 


In the course of the trip, M was ill 
for some three weeks and was nursed 
by his wife, who also attended to his 
business appointments and accompanied 
him on business visits. 


The Commissioner considered that the 
travelling expenses relating to M’s wife 
were not allowable as a deduction under 
Section 51, and also were of a private 
nature. The matter of the director's 
health was of personal concern to him, 
and was not related to the company’s 
business operations. 


The Board (No. 1) decided that the 
expenditure on the wife’s overseas travel- 
ling was solely of a business character, 
and having regard to the facts, that ex- 
penditure assumed the character of the 
expenditure on the director’s trip. It 
was of importance to the company that 
M should undertake the trip, and in order 
to arrange this, it was necessary to meet 
the expenditure incurred by his wife. 
This expenditure was, therefore, allowable 
as a deduction under Section 51(1). 


8 C.T.B.R. (N.S.) Case 99 


A held a controlling interest in a 
private company. The directors resolved 
that “accompanied by his wife for com- 
panionship and to assist in entertaining” 
he should travel overseas to study over- 
seas trends in the industry, and to com 
sult with overseas principals. 


It was decided that the total expenses 
incurred on A’s trip abroad, and one 
half of the cost of travel of his wile, 
should be paid by the company. 


Evidence was given that A, because 
of his poor state of health, would not 
have made the trip unless he were a 
companied by his wife. 


The information provided concerning 
A’s activities while abroad indicated that 
the contacts with business houses wert 
mostly of a general nature, and thal 
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some time was spent on visiting relations 
and sightseeing. 
The company claimed a deduction of 


three-quarters of the total expenditure 
incurred. The Commissioner allowed 


one-third, and the Board considered that 
the Commissioner had been liberal in 
allowing this much. 


On the evidence, the Board (No. 2) 
considered that none of the expenditure 
attributable to the director’s wife was 
incurred by the company in gaining or 
producing assessable income. The assess- 
ment was therefore confirmed. 


8 C.T.B.R. (N.S.) Case 100 


The taxpayer was a company conduct- 
ing a new and second-hand motor vehicle 
business, a garage and service station. 
Most of the shares were held by A and 
his brother; A’s wife also held some 
shares. 


A travelled overseas with his wife, the 
expressed purpose of the trip being to 
study modern trends in motor vehicle 
establishments. The total cost of fares 
for A and his wife was paid by the 
company, also two-thirds of other ex- 
penses incurred. 


While he was abroad, A visited many 
motor vehicle establishments, but ad- 
mitted that about half of his time abroad 
was spent on pleasure trips. He stated 
before the Board that many of the prac- 
ties he observed while abroad had been 
introduced into the business since his 
return, although he agreed that such im- 
provements, relating to display, training 
of staff, accounting systems, design of 
service station and workshop were 
“known and practised in Australia prior 
to his departure . . . The advantages of 
them had not made any real impression 
on him until he saw them actually being 
applied overseas”. 


The Board came to the conclusion 
that the trip undertaken by A and his 
wife was essentially for their personal 
pleasure, was unrelated to the carrying 
on of the company’s business and the 
expenditure incurred should therefore not 
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be allowed as a deduction. Mention was 
made of the fact that it had been dis- 
cussed that A’s brother might next take 
a trip abroad at the company’s expense. 


The Board mentioned that any travel- 
ling expenses incurred with a view to 
deciding on the best method to be adopted 
in developing land adjoining the existing 
premises by the erection of a new garage, 
service station and workshop, would, in 
any event, be of a capital nature. 


8 C.T.B.R. (N.S.) Case 101 


The taxpayer, a resident of Canada, 
travelled to Australia with a view to the 
negotiation of an agreement with some 
Australian enterprise for the manufacture, 
under licence, of an appliance manu- 
factured by a Canadian company. Tax- 
payer was employed as a salesman by 
the Canadian company, which agreed to 
pay him a commission if a suitable licence 
agreement was concluded. 


After some months, an Australian 
company became interested in the manu- 
facture of the machine, and as a result 
of taxpayer’s efforts a licence agreement 
was signed. Under the agreement the 
Australian company was granted an ex- 
clusive licence to manufacture and sell 
the machine in Australia and New 
Zealand and to use certain trade marks 
and patents owned by an American com- 
pany, in consideration for the payment 
of royalties based on the number of units 
manufactured. 


For his services in negotiating the 
agreement, the Australian company 
agreed to pay taxpayer 7/6 per unit 
sold, and the Canadian company agreed 
to pay him ten per cent of the net 
royalties received. The commissions were 
received by a partnership consisting of 
taxpayer and his wife, who, before join- 
ing taxpayer in Australia, had handled 
the U.S. and Canadian end of the busi- 
ness, and who assisted taxpayer in further 
negotiations for the manufacture of the 
appliance concerned. 


Taxpayer claimed a deduction of the 
cost of travelling to Australia, general 
travelling expenses in Australia, expen- 
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diture incurred on visits to Suva and 
New Zealand, and the cost of bringing 
his wife to Australia. 


The Board decided that to the extent 
that the deductions claimed related to 
bringing into existence the manufacturing 
agreements in Australia and New Zealand, 
they were of a capital nature and so were 
not allowable under Section 51 of the 
Income Tax Assessment Act. Such costs 
were not day-to-day expenditure of the 
partnership, incurred in deriving the 
commissions from the Australian and 
Canadian companies, but represented 
initial expenditure of a capital nature, to 
bring into existence agreements which 
were productive of income to the partner- 
ship and which were thus “an asset or 
advantage for the enduring benefit of a 
trade”. 


Of the total expenditure claimed, 
£1,470/3/0, the Board decided that 
£57/6/0 should be allowed as a de- 
duction. This amount represented the 
costs incurred in making enquiries con- 
cerning component parts, and part of the 
cost of a visit to Suva where taxpayer 
made an enquiry into sales possibilities. 


SHEEP SHORN BY VENDOR 


Proceeds of the sale of wool 
shorn three months before delivery 
of sheep subject to a contract of 
sale were regarded, by the High 
Court, as not falling within the 
assessable income of the vendor of 
the sheep. 


The taxpayer, a grazier, agreed in 
March, 1953, to sell certain sheep which 
were to be delivered on 1 July, 1953, 
when payment was to be made. The 
contract provided that the sheep were to 
be shorn in March by the purchaser at 
her expense; as the contract of sale of 
the sheep provided that the purchase 
money was to be calculated upon the 
count of sheep at delivery, it was further 
provided that the vendor should receive 
from the purchaser a proportion of the 
proceeds of sale of the wool, based on 
the difference between the number of 
sheep shorn and the number delivered. 
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The Commissioner included the wool 
proceeds in the assessable income of the 
vendor of the sheep, taking the view that 
there were in fact two transactions, 
firstly a sale of the wool clip from the 
flock which took place in the year ended 
30 June, 1953, and secondly a sale of 
sheep some three months later. 


The High Court, in Commissioner of 
Taxation v. McConochie (1960) 33 ALIR 
423 did not agree with the Commis- 
sioner’s view. The taxpayer, the court 
said, had agreed to sell sheep, not wool, 
and therefore it was not correct to separ- 
ate the contract into two transactions, 
one involving the sale of wool, the other 
involving the sale of the sheep. 


Dixon C. J., McTiernan and Fullagar 
JJ., did not express any firm opinion as 
to whether the contract of sale had the 
effect of passing the property in the sheep 
at the time it was signed (March, 1953) 
or when delivery was to be made (July, 
1953). Taylor and Menzies JJ., on the 
other hand, considered that the property 
did not pass until delivery of the sheep, 
that this was the intention of the parties, 
and that consequently the whole of the 
consideration should be treated as hat 
ing been derived after the end of June, 
1953. 


The contract was performed, the sheep 
delivered and the purchase price paid 
after 1 July, 1953, when the proceeds 
of the wool became payable by the wool 
brokers to the purchaser. The contract 
gave the taxpayer as vendor of the sheep 
no right to the proceeds of the wool, 
unless, possibly, if the contract failed 
because of the fault of the purchaser. 
The purchaser, it was considered, ob 
tained a primary title to the wool as @ 
separate subject of ownership. 


The court agreed therefore with the 
taxpayer’s treatment of the sale in his 
return, viz., the sheep were brought in as 
stock on hand at 30 June, 1953, valued 
at cost, and the total proceeds of sale of 
the sheep (which reflected the proceeds 
of the wool shorn which belonged to the 
purchaser) were brought in as assessable 
income in the following year of income. 
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Two Contributions to Accounting Literature 


Just Published 


ACCOUNTING FOR 
INFLATION 


By 
LIONEL A. WILK 


D.F.C., M.A., F.C.A. 


In his book Mr. Wilk, P.D. Leake Research 
Fellow in University of Birmingham for the 
year 1957-58, examines the principles govern- 
ing the effects on accounts of changing money 
values and puts forward a method of measuring 
and recording such effects whilst at the same 
time retaining all the detailed information at 
present available in ‘orthodox’ accounts; more- 
over, it contains a number of fully worked 
examples. 


In times of inflation existing accounting 
procedures are often criticised as insufficient 
and misleading. For example, if a company, 
which is not insured, loses part of its assets 
in a fire, this loss must be measured and 
recorded in the accounts; otherwise these 
accounts will not disclose a ‘true and fair view’, 
which the auditor looks for in making his 
report. Likewise, most companies lose a 
material portion of the value of their assets 
in times of inflation, and the degree and 
amount of loss varies considerably. But the 
latter are neither measured nor recorded in 
‘orthodox’ accounts and it is questionable 
whether these accounts can, therefore, present 
a ‘true and fair view’. 

Taxation considerations are of paramount 
importance and there is a chapter dealing with 
this subject. 

Whilst the book is addressed primarily to 
accountants, it is also of interest to investors 
generally, to the financial sections of the press 
and to trade unions. 


Price £2/9/6. 


THE LAW BOOK CO. OF AUSTRALASIA PTY LTD. 


140 Phillip Street, 
Sydney 
28-8041 


456 Little Collins Street, 
Melbourne 


67-7888 
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INFLATION AND 
COMPANY FINANCE 
By 
RUSSELL L. MATHEWS 


Professor of Commerce, 
The University of Adelaide 





and JOHN McB. GRANT 


Professor of Economics, 
The University of Tasmania 


In this book the Authors are concerned 
with the impact of inflation on accounting and 
on company finance. In particular, they 
examine the financial implications of using 
conventional accounting procedures during a 
period of falling money values, and make 
suggestions for overcoming the deficiencies and 
limitations of existing practice. 


There has been general agreement about the 
consequences of using conventional methods 
of accounting during inflation, but acute con- 
troversy about the remedial action that ought 
to be taken. It is believed that the argument 
presented in this work constitutes a new 
approach, which should be generally accept- 
able to the accountancy profession and the 
business community. The approach does not 
represent any special pleading for sectional 
interests. However, it is believed that the 
policy recommendations made will not only 
assist the individual firm but will contribute 
to the maintenance of stability and efficiency 
in the national economy. 


Price £2/2/-. 


30 Adelaide Street, 
Brisbane 


2-8882 
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Trends and Developments in 
Company Finance 


The seventh annual lecture endowed by the Australian 
Society of Accountants in the University of Sydney. Delivered by 


A. C. Goode, F.A.S.A. on 


HE financial system of Australia is 
T young by all standards, especially 
so in regard to that of the U.K. and 
Western Europe. We have rightly been 
ready to apply in Australia the patterns 
worked out overseas over long years of 
financial development, particularly in 
London, and to apply (perhaps some- 
times a little belatedly) the financial 
developments of the older centres. This 
technique of adaptation is important be- 
cause of its relationship with the trends 
and development of capital raising in 
Australia. There have been few financial 
changes here which have not had a pre- 
cedent abroad. 


When I came into stock broking in 
1935 there was already a well-developed 
industrial section of the Stock Exchange 
list, but it is significant that even as 
late as that date buyers of industrial 
shares, unlike those of mining shares, 
were not charged a buying brokerage, as 
a encouragement to buy industrials. At 
that time there were virtually only two 
alternatives widely used in capital rais- 
ing. One was by the use of ordinary share 
capital and the other by raising prefer- 
ence capital. There were a few debenture 
sues but this method was not popular 
tither with companies or with investors. 
The last war inevitably brought great 
financial changes in its wake. There has 
developed a greater financial maturity 
in Australia. 


In the field of company finance the 
most important motivating factors aris- 
mg from the impact of the war were 
high taxation and a greater awareness 

the continuance of inflation. 
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10 September, 1959. 


Many of the changes which have since 
occurred can be ascribed directly to these 
first two factors. Taxation and inflation 
soon succeeded in overcoming the op- 
position of company boards to the use 
of debentures and subsequently, of notes 
of varied descriptions. The interest paid 
on these prior charges is an allowance 
for tax purposes while there is an as- 
sumption that repayment will subse- 
quently be effected in a less valuable 
form of money on the maturity of the 
securities. 


A third factor was the change of 
banking policy. For example, the re- 
striction of lending to hire purchase com- 
panies was the greatest factor in develop- 
ing the hire purchase side of the short 
money market. 


I propose to deal separately with the 
various forms of finance which have 
been used and are being used since the 
war. For purposes of clarity I propose 
to deal separately with each of these 
forms of security. 


Debentures 


Prior charges secured by debentures 
have been used only to a restricted ex- 
tent for public issues by companies post- 
war, outside of the field of hire purchase. 
The so-called mortgage debenture, as 
used by industrial companies, normally 
permits a lower rate of interest to be 
charged and a much longer term of years 
to be applied than for an unsecured note. 
The need to make appropriate allowance 
for parallel financial accommodation of 
a short term nature, such as from bank- 
ers, and for fixed mortgages against 
specific assets, tends to complicate this 
form of capital raising. 
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Long-Term Notes 


Notes had been used sporadically by 
British companies since the turn of the 
century but had not been applied here 
to company finance until just before the 
opening of the decade which I will call 
the “financial fifties”. As the name “note” 
implies they are simply “notes of hand”. 
They express an undertaking to pay cer- 
tain rates of interest and to repay at 
certain times. 


They have no specific security and 
have therefore been burdened in Aus- 
tralia by the addition of the adjective 
“unsecured” which must necessarily have 
a restricting effect in the appeal to the 
general public. As the security is theoret- 
ically based on the good name as much 
as on the assets of the borrowing com- 
pany, note issues are usually kept short 
in term with a usual maximum of ten 
years. After ten years, one must en- 
visage the possibility of the controlling 
executive changing and even alteration 
to the type of a company’s business and 
of its degree of prosperity. The security 
for the note is derived from the so-called 
“negation” provisions which give strength 
to the issue by preventing the company 
from doing certain things which would 
be detrimental to noteholders’ interests. 
A reasonable common set of negation 
clauses in the governing Trust Deed 
would be as follows: 


“The amount represented by each Note 
is repayable on the date for payment speci- 
fied on the face of the Note Certificate 
issued therefor or on such earlier date as 
the Company is permitted by the Trust 
Deed to redeem the same or upon which 
any of the following events occur, namely: 


(a) if the company makes default in the 
payment of any interest due in respect 
of the Notes and such default continues 
for thirty days; 


(b) if without the consent of the Trustee 
an order is made or an effective reso- 
lution is passed for the winding up of 
the Company or any of its subsidiaries 
otherwise than for the purpose (in either 
case) of reconstruction or amalgamation 
provided that such reconstruction or 
amalgamation is approved by the Trus- 
tee and is not in the opinion of the 
Trustee detrimental to the interests of 
the Noteholders provided further that 
the consent of the Trustee shall not be 


necessary if two Directors of the Com. 
pany eertify in writing to the Truste 
that the winding up of any subsidiary js 
in the interests of the Company and its 
subsidiaries and not detrimental to the 
interests of the Noteholders; 


(c) if an encumbrancer takes possession or 
a receiver is appointed of all or any 
part of the undertaking of the Company 
or any of its subsidiaries; F 


(d) if any distress or execution in respect 
of an amount exceeding fifty thousand 
pounds is levied or enforced upon or 
against any of the assets or property of 
the Company or any of its subsidiaries. 

(ce) if the Company or any of its subsidi- 
aries enters into any arrangement or 
composition with its creditors generally 
or stops payment or without the consent 
of the Trustee (which consent shall not 
be unreasonably withheld) ceases to carry 
on its business or threatens so to do 
provided that the consent of the Trustee 
shall not be necessary if two Directors 
of the Company certify in writing to the 
Trustee that the cessation of business by 
any subsidiary is in the interests of the 
Company and its subsidiaries and not 
detrimental to the interests of the Note- 
holders; 

(f) if the Company makes default in the 
performance or observance of any cove- 
nant condition or agreement binding it 
under the Trust Deed and such default 
is not remedied or waived within thirty 
days after receipt of notice from the 
Trustee specifying and requiring the 
Company to remedy such default.” 


It is necessary for both debentures 
and note issues to be vested in a Trust 
Deed and Stock Exchanges would not 
approve the listing of an issue wher 
the Trustee was other than a corporate 
body of the highest standing. The inter 
ests of the noteholders are centred i, 
and safeguarded by, the Trustee who 
sometimes has limited power to approve 
variation in the terms of the Trust Deed 
or to interpret the Trust Deed in is 
governing of the company’s activities. 


The interest rate applied to the pur 
note is usually higher than that required 
for a debenture or for a convertible not 
(to which I refer later). Such notes pi 
vide the highest money income available 
with adequate security in the market te 
day. The rates must be high to attract © 
them the money of investors who at 
just as aware as are the directors of th 
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borrowing company of the inroads of 
inflation. If, for example, inflation con- 
tinues at the rate of 6d. in the £1 

r annum, i.e. 242 per cent per annum, 
it is logical that the return from a pure 
money stock should be 24 per cent per 
annum higher than that available from 
a security giving a right to real things, 
ie. ordinary shares, and this margin 
is more than shown by the present 
divergence of yields in the market as 
between the various groups of securities. 
From the company’s viewpoint, this is 
more than counterbalanced by the al- 
lowance of the interest payable as a cost 
for tax purposes. 


Convertible Notes — At Holder’s Option 


Almost simultaneously with the intro- 
duction of the “pure” note to Australia 
came the convertible note coupled with 
an option to take up ordinary shares 
on a specific basis at some future date. 
These options were either dealt in sep- 
arately immediately upon listing or were 
attached to the note for the period dur- 
ing which it ran. In each case there 
was merely an option to take ordinary 
shares and those who preferred could 
smply demand cash at maturity. From 
the point of view of investors this was 
a most attractive form of security of the 
“heads I win, tails you lose” variety. 
Pethaps for this reason companies have 
recently been somewhat reluctant to use 
this form of financing, though it has 
a definite place particularly when, for 
any reason, borrowing is difficult in the 
circumstances applying. 


Convertible Notes — Without Option 


More recently companies have taken 
a further step and have been issuing 
convertible notes for which the holder 
has no option to take cash. These issues 
ae simply deferred share issues. They 
ae most attractive to the companies mak- 
ing them, being in this regard in con- 
last to the optional series mentioned 
above. These issues usually bear interest 
fates out of line with the rate applicable 
0a note issue without any such “sweet- 
ner” of later conversion. It is interest- 
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ing to note in this regard that the com- 
panies with the highest nominal dividend 
rates (and therefore the highest premium 
on their shares in most cases) can make 
the greatest savings in the issue of these 
convertible note issues. The holder is so 
interested in what will happen at maturity 
and conversion into ordinary shares that 
he overlooks to a large extent the current 
interest rate. Companies find this form 
of finance an ideal method to cover the 
acquisition of plant. In the expensive 
tooling-up period, the rate of interest 
is normally well below the dividend rate 
and in addition, as already mentioned, 
is an allowable cost for tax purposes. 


This type of security, like the pure 
note and that with an option, is governed 
by a Trust Deed which is usually just 
as careful in its selection of negation 
clauses to control the company’s borrow- 
ing. 


It is customary for companies mak- 
ing optional or compulsorily convert- 
ible note issues to state wheg they are 
made if such issues rank with existing 
ordinary shares for cash and/or bonus 
issues during the period when they are 
outstanding. This, you will appreciate, 
is vital, as the value of the conversion 
and, indeed, the capital value itself in 
the case of those which are convertible 
without the option could be destroyed 
by over generous cash or bonus issues. 
Even where such issues are nicely judged 
the conversion would still lose some of 
its potential benefit for the noteholder. 


Short-Term Borrowing 

Immediately after the war there was 
virtually no short-term market in Aus- 
tralia. In saying this I am not referring to 
the opening of the discount market, 
which is a recent development, but the 
broader aspect of the safe use of money 
for short periods at relatively lower 
rates thun are applied where the periods 
are longer. The great hire purchase com- 
panies with their awareness of what 
their friends and associates abroad could 
do and uncomfortably aware also of 
declining availability of bank funds for 
H.P. decided that there was a market 
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for short-term available for tapping in 
Australia. They framed loans and deposit 
rates with ascending scales of interest, 
such interest rates increasing as the term 
lengthened. This met with ready response 
and these short-term debenture and note 
issues ranging from three months to 
two years by various steps have become 
a feature of the market. New loans are 
open almost continuously and advertising 
is regular. Today the position is possibly 
being reached where the only new money 
required in this field is to replace that 
which has been withdrawn. 


The hire purchase companies effec- 
tively mobilised large sums of money 
which could be committed for a period 
of three months or longer and for which 
no specific security was required. A 
certain amount of money has been taken 
at daily call by the hire purchase finance 
companies but it is obvious that this 
money in any quantity is too short for 
their purposes and for their careful post- 
war budgets. They have rightly reckoned 
that a proportion of money at daily call 
spread over a number of hands is reason- 
able because on their experience not all 
would be called at once. 


It is interesting to realise in this con- 
nection that the better known, and es- 
pecially the bank-affiliated companies, 
had the repute and connection to facili- 
tate such borrowings, which are the life 
blood of the finance company. They 
achieved an immediate advantage over 
the smaller and less well-known associ- 
ates, who may well have been just as 
credit worthy. They borrowed more and 
they borrowed it for less. The great 
companies thus were given a tremendous 
growth stimulus at the same time as a 
brake was applied to the smaller. The 
disparity between the “rich” and the 
“poor” in hire purchase was widened 
greatly by the change in financing. 


This tapping of the pool of shorter- 
dated loan monies at lower rates of 
interest has particularly suited the large 
hire purchase finance companies whose 
managements are used to dealing con- 
stantly in money, who keep close financial 
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budgets and whose business is such that 
the repayment of short loans can bk 
effected readily at any time by simply 
reducing the volume of new loans granted 
so that repayments exceed outgoings. |p 
addition it is usual for such companies 
to keep a credit balance with their bank. 
ers or alternatively, where they have ex. 
isting overdraft limits, to leave a pro. 
portion of these unused as a buffer. 


This method does not suit the indus. 
trial company which wants to have con- 
tinuity of money without the constant 
need to police it and to replace it. Thus 
this pool has not been tapped by in- 
dustrial companies, nor is it likely tha 
such will occur. Some industrial com 
panies, however, do accept deposits but 
only to a limited extent and not on the 
scale or with the organisation of the hire 
purchase companies. 


Placement of Ordinary Shares 


Faced with the wish on the one hand 
to continue to pay high nominal rates 
of dividend and on the other to gt 
money as cheaply as possible for ex- 
pansion, some important companies have 
arranged “placements” of their shares 
at premiums which bring the issue price 
close to the market price. Such place- 
ments have been made direct with the 
public or with that restricted section of 
of public who are clients of a certain 
broker. They have usually by-passed 
shareholders. In appropriate circum 
stances it is a method by which larg 
sums of money can be raised at a low 
rate of dividend outgoing (little mor 
than the figure you see in the yield 
column of the financial page) and with 
out an obligation concerning the paymedl 
of interest or ultimate repayment. Th 
only costs of the new money are thus 
the yield based on current dividend and 
on the payment to the “placing” broker 
Such dividends are only paid if profits 
are earned. Placements can only be used 
infrequently as they tend to destroy th 
market premiums of the shares of th 
companies concerned, altering as they 
do the benefits expected by shareholders 


The Australian Accountant, July, 190. 





e COn- 
ynstant 
. Thus 
by in- 
ly that 

com- 
its but 
on the 
re hire 


THE M.L.C. "ey y annual 


RARNINGS BIAGE 
FROM Low ff expenses 23 BONUSES 


INVESTMENTS 


more money flows back to M.L.C. policyholders 


Higher earnings from investments, reduced 

mortality and economy in management have resulted 
in another outstanding year for The M.L.C. This 

is reflected in increased bonus rates for all 

classes of participating policies, ranging up to 5/- 

per £100 of assurance. New business was again a 
record, with policies for more than £86,000,000 sums 
assured being written during the year. The total sums 
assured and bonuses in force now exceed £629,000,000. 
Claims paid during 1959 amounted to £9,300,000. 


THE M.L.C. 


(incorporated in New South Wales) 
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to accrue to them directly and reasonably 
promptly. Placements do make later bonus 
issues possible but shareholders are not 
yet as fully educated to them as they are 
in the U.S.A., where placements are a 
feature of new capital raising. 


Take-Over Bids 


Amalgamations and take-overs can 
often be a fruitful source for replenish- 
ing the company treasury. The method of 
take-over, which is more common these 
days than that of amalgamation, is well- 
known. Almost invariably an _ active, 
expanding company which is long on 
management and enterprise but short on 
cash and trained personnel will make 
an offer to an old established company 
of less aggressive management whose 
assets at book value are probably under- 
valued in terms of current market price. 


This is almost invariably true in times 
of inflation when even constant adjust- 
ment seldom keeps the books in line 
with real values. In making the take- 
over for a share consideration the com- 
pany whose shares are being issued 


derives the full value of par-plus-prem- 
ium in the purchase of assets which can 
then be pledged, sold or utilised in sub- 
stitution for using cash to buy similar 
assets for expansion by the company 
making the offer. Even where two com- 
panies of equal energy are involved it 
still holds true that the full market 
premium of the shares of the company 
effecting the take-over achieves an im- 
mediate cash value or its equivalent. The 
take-over is therefore in certain of its 
aspects a definite method of finance. 


It is important to realise that tactics 
of take-over usually only assist financing 
im conditions like the present when the 
stock market is buoyant with premiums 
high and yields low, and when infla- 
tion is busily altermg money values of 
teal assets. 


Private Loans 


One aspect of company finance which 
never receives any major publicity has 
been the private loan. The scale of these 
loans in the post-war period has been 
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very large. Various lending institutions 
in recent years have looked increasingly 
to industry to absorb a proportion of their 
investable funds and in most cases these 
arrangements have been effected privately 
on debentures or notes. The terms broadly 
speaking have been attractive to the 
borrower both from the point of view 
of interest rate, absence of heavy public 
loan costs, and fluidity of settlement 
date or dates. Negotiations have been 
both direct and through brokers with 
a specialist interest in this field. The 
reasons for the borrowing are of ceurse 
the same as those applied to the public 
note and debenture issues referred to 
earlier, while the lender (whose counter- 
balancing claims are in most cases ex- 
pressed in money) is interested in ob- 
taining the relatively high income and 
good security so obtained coupled in 
many cases with collateral benefit. 


Bank Overdrafts 


In the period prior to the last war the 
most easily used form of non-share 
finance was that of bank overdraft. It 
was cheap both in nominal rate of in- 
terest and in method of calculation of 
interest on a daily balance; it was rela- 
tively informal in its arrangement and 
although normally at call in fact pro- 
vided an important proportion of the 
long-term finance for industry. Prior to 
1939, the banks in Australia were the 
main providers of industrial loans. 


Since the war it has been deliberate 
banking policy to remove the “hard 
core” of overdrafts and to seek to 
finance the current requirements of in- 
dustry rather than to provide long-term 
monies for buildings, plant, and similar 
fixed assets. This is one of the most 
important reasons why many of the other 
methods already described have been 
used to obtain appropriate finance. They 
have been alternatives, but not mneces- 
sarily preferred alternatives all things 
being equal, to bank overdraft. In the 
future a steadily decreasing proportion 
of company finance is likely to be ob- 
tained from this source. 
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Redeemable Preference Shares 


Immediately following the war when 
interest rates continued low there was 
a period when a number of companies, 
mainly private in nature, were financed 
by lending institutions by means of the 
redeemable preference share. These 
suited the lender as in most cases the 
dividend so paid was free of tax though 
it had to be found out of the taxed 
profits of the borrowing company. Re- 
payment of capital was written into the 
terms of the contract and thus was a 
further burden on the borrower. The 
popularity of the redeemable preference 
share waned at the same time as the 
note issue was coming into its own. It 
would appear that the phase of the re- 
deemable preference share has largely 
passed, being supplanted in part—but 
only in part—by the note issue. As time 
went on I suspect that lenders came to 
see some of the difficulties of the re- 
deemable preference share just as the 
companies concerned began to feel that 
its burdens were unduly heavy as com- 
pared with other forms of finance. 


Development Company 


The so called development company 
had a place pre-war in the City of London 
but it is of relatively recent growth here. 
Development companies are formed with 
the deliberate intention of providing 
capital for what may be described as a 
“teenage” company with all the financial 
and other problems of rising adoles- 
cence. Such companies are at the stage 
where they have outgrown the ability 
of the foundation members to finance 
further growth and often are gradually 
outgrowing also certain aspects of the 
managerial ability of the founders. The 
development company has on its staff 
Officers capable of assessing the potential 
of applicant companies of this class 
and of supplying capital and advice dur- 
ing the period when they are growing 
big enough for final public flotation. 
Finance obtained in this way is not 
cheap but it fills a need which otherwise 
could not be completely met. Develop- 
ment companies in Australia are so far 


336 


small both in size and number and ther 
is scope for further growth under the 
heading. 


Hire Purchase Finance 


The “teenage” company referred to 
in the preceding paragraph is forced 
to seek every available method of ob. 
taining funds to finance its growth. ln 
certain cases it has been found appro 
priate in post-war years to acquir 
plant, and certainly vehicles, by way of 
hire purchase finance. I cannot estimate 
exactly how widely this has been used 
but I think the relevant figures would 
indicate that it has been of reasonably 
substantial dimensions. 


Unit Trust Movement 


The Unit Trust movement has reached 
large proportions in post-war Australia 
In bringing the little man into tk 
market, it will have far reaching effects 
on the provision of capital for industry 
It will make easier the raising of ordinary 
as well as fixed capital. The high level 
of the ordinary share market and con 


sequent low yields has been responsible 
for the recent forcing of the unit trusts 
towards note issues for part of thei 
funds. The implications of this develop- 
ment are obvious and the developmen 
is more important than the space I am 
devoting to it here. 


The Share Market and Company Financ 


The Stock Exchange and those of it 
members interested in underwriting 5 
traditionally the avenue in Australi 
through which a large proportion 0 
company finance is obtained. In th 
first instance when most companies af 
introduced to the Stock Exchange op 
portunity is taken to raise addition 
equity capital. When the level of Stock 
Exchange prices is high and the market 
is buoyant, as at present, it is not dif 
cult for companies of reasonable si 
and background to be formed into pub 
lic companies and in fact to strike # 
fairly “hard” bargain, with the moon 
ing public. Within reason the “hi 
this bargain, the cheaper the capital © 
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obtained. The reasoning behind this can 
best be shown by the example of a 
company which a few years ago might 
have felt impelled to offer a prospective 
dividend of 10 per cent and today could 
indicate 6 or 7 per cent with as great a 
confidence of successful flotation but 
with a somewhat different capital struc- 
ture. The same changes have of course 
been the means by which most public note 
and debenture issues of the “pure” 
variety have been obtained and little 
dificulty appears to be offered in such 
raisings which are well supported 
wherever the borrowing company has 
a good name and the terms are appro- 
priate. 

In the case of note and debenture 
issues subscription is normally obtained 
either by advertisement directly from 
the public or from the public in their 
role as clients of the various brokers. 
It is interesting to observe that most of 
these applicants appear to be holders for 
the full term of the notes or debentures. 
In other words they apply with the in- 
tention of holding to maturity, and, no 
doubt, of converting if appropriate terms 
of conversion are then offered. Despite 
the number of note and debenture issues 
since the war the supplies which are 
available for sale in the market are 
negligible. So little interest is apparent 
evinced at this section of the market 
a a market that it is seldom press re- 
corded. There does seem some scope for 
the widening and development of this 
market, which will become increasingly 
important to the success of various note 
issues as the applicants for them be- 


come more knowledgable of the Stock 
Exchange. 


Employment of Short-term Balances 


With the increasing development of 
the Australian financial market com- 
panies have sought the facility long avail- 
le abroad for employing idle credit 

ces for relatively short terms and 
at appropriately low rates of interest. 
y the nature of these monies a large 
Proportion must be kept at daily or 
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weekly call even though they may be 
required in fact only to meet either the 
unpredictable emergency or the indefin- 
ite future requirements for, let us say, 
a building in course of erection. Many 
other reasons why there should be tem- 
porarily idle balances will be apparent. 
To cover this need a short-term money 
market has recently been developed on 
an Official basis. Certain companies have 
been approved as dealers by the Central 
Bank which has agreed to act as “lender 
of last resort” to the dealer companies 
whilst simultaneously imposing rigid 
standards by which the activities of the 
dealer companies are to be carried out. 
The activities of these companies and 
of the specialist gilt edge brokers make 
it possible for companies and institutions 
to earn a reasonable income on a day- 
to-day basis. In many cases this in- 
come would be quite a substantial addi- 
tion to the net profit previously earned 
by the companies concerned. 


Effects of Gearing 

Prior to the war the “accepted” capital 
structure of the average public company 
in Australia consisted of a large amount 
of ordinary capital, an amount of pref- 
erence capital (probably not exceeding 
one-third of the ordinary capital), and 
some bank overdraft accommodation 
which would almost certainly be sub- 
stantially less than the aggregate of pref- 
erence and ordinary capital. There was 
in effect little gearing of the shareholders’ 
equity. The gearing of capital by the 
use of substantial borrowings had for 
two generations been the standard prac- 
tice abroad. It took the various factors 
outlined earlier in this lecture to bring 
about a post-war realisation that there 
was not necessarily truth in the adage 
that sorrowing and borrowing go hand 
in hand. 


Broadly speaking, the greater the gear- 
ing of a company’s capital the greater 
the effect on profits of every decision 
made by management. The correct de- 
cision is multiplied to the extent of the 
gearing just as an incorrect decision is 
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similarly multiplied. Companies that are 
highly geared can only afford the best 
management because in extreme cases 
there is hardly room for one major error. 


In deciding to increase the gearing of 
a company’s capital structure there is 
scope for considerable thought. It is not 
simply a question of raising the form 
of capital which seems to be cheapest 
or most readily available at the moment 
when it is required. A wide range of 
expert financial advice is always desirable 
in planning a company’s capital struc- 
ture. In this planning there is scope 
for all forms of prior financing ranging 
from overdrafts to debentures, notes and 
private loans, and even to preference 
capital. To this wish to balance the 
capital structure through all expected 
developments occasioned by the com- 
pany’s progress and of the changing 
financial climate can be ascribed I think 
some recent decisions to raise preference 
capital when notes may have looked 
cheaper. The question of gearing is 
bound to raise itself more and more im- 
portantly over the next decade and while 
there is a fascination in being able to 
increase the effectiveness of the equity 
capital in this way the degree of gear- 
ing and its form should be decided only 
after careful thought. 


Commentary 
By E. L. WHEELWRIGHT 


think Mr. Goode has dealt with these 

trends with remarkable clarity, and 
in a concise fashion, but I would have 
liked more analysis of these trends. In 
particular, apart from a general theoreti- 
cal analysis, it would have been useful 
to have some details concerning par- 
ticular sectors of the economy and par- 
ticular types of company; e.g., it would 
be helpful to know which types of com- 
pany—by size and industry say—have 
made the greatest use of the various kinds 
of notes, private loans and so on. The 
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lack of such information—which may 
of course be hard to come by— inhibiy 
a thorough analysis of the trends ou. 
lined. 


Mr. Goode began by saying that we 
have quite rightly been ready to apply 
in Australia the patterns of financial 
development worked out in the older 
overseas centres, particularly those in 
London. I would not go all the way with 
him on this. It may be in order to copy 
some of this development, but surely 
not the entire pattern. It is surely im- 
portant to remember that the London 
pattern was an historical growth, which 
developed mainly during the 19th cen 
tury to meet a specific situation when 
London was the financial centre of the 
world. This has long ceased to be the 
case, although the British financial pat- 
tern still bears some of the marks of 
its origin. It has not yet fully adapted 
itself to a changed situation, as is clearly 
shown by the inquiries of the Parker 
Tribunal and the more recent Radcliffe 
Commission. 


My point here is that Australia surely 
needs to develop a financial pattem 
suited to its own particular requirements, 
not simply to apply overseas pattems. 
In so far as our requirements are similar 
then our development should be similar; 
in so far as they are different, then we 
need to develop in the most suitable way 
to meet them. 


This is however a minor point of 
difference. My main criticism is of th 
factors operating to cause the changes 
Mr. Goode so lucidly outlined. These att 
traced to the war, and to the high taxi 
tion and inflation arising from the im 
pact of the war. A third factor is the 
change of banking policy. These 00 
doubt did play a part, but I do not think 
they played the main part. Of thes 
three I would attribute much more i 
portance to banking control than Mr. 
Goode appears to do. It is fairly obviow 
that in a period of rapid expansion te 
pressure on credit is at its greatest, 
that when attempts are made to 
the traditional sources of credit, both 
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as to amount and price, the ingenuity 
of a private enterprise economy will rise 
to the occasion. New institutions will 
arise which by-pass the old channels, 
and old institutions wil don a new suit 
of clothes—some of them eventually 
marrying the new ones. 


But, important as these factors are, 
| think the basic underlying force is the 
eflective industrialisation of Australia, 
which really and seriously began during 
the last war. The financial system is in 
essence a response to the basic nature 
of the economy. When the fundamental 
basis of the economy changes, so forces 
are exerted to provide the financial in- 
stitutions which are required. 


The major vehicle for the industrial- 
zation of a modern capitalist economy 
is the large corporation and what we 
have been witnessing and are still wit- 
nessing in Australia is the rise of the 
large corporation to dominance. It is 
avery similar phenomenon to that which 
occurred in the U.S.A. 50 or 60 years 
ago, On a minor scale, and with signifi- 
cant differences. Most of the trends which 
Mr. Goode lists were to be found there 
in company finance—in a slightly differ- 
ent form of course, but still basically the 
same. They are documented in a classic 
work entitled “Absentee Ownership” by 
the famous American economist, Veblen 
m 1923. He had this to say on take- 
over bids for example: 


“Not infrequently the management of 
these previously established industrial 
business concerns was in the hands of 
elderly and opinionated owners, who 
had an old-fashioned sentimental interest 
cach in his own corporation, as being 
tis own creation, and whose occupation 
would be gone in case their own con- 
tem were to be merged with others or 
sunk in an inclusive holding-company. 
These survivers of an earlier business 
regime were by way of being ‘captains 
of industry’ of the obsolete sort, in that 
they commonly combined some degree 
of technical training, experience, and 
‘spiration, with a customary knowledge 
of the markets and of corporation finance. 
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And they were commonly out of date 
in both respects, by force of what may 
be called obsolescence by displacement 
in technical practice and in financial 
usage. They were patriarchal holdovers, 
with much of the intolerance that will 
commonly invest the self-made patriarch. 
Things had been moving forward in mat- 
ters of knowledge and practice during the 
lifetime of these elderly captains and their 
establishments, and among the forward 
changes were such as made imperatively 
for a larger scale and a more far-reach- 
ing team-work in the processes of pro- 
duction, a larger use of credit, and for 
a more carefully guarded competition in 
the markets. And none of this fell in 
readily with the settled habits of these 
elderly captains or with the standing busi- 
ness relations among their several con- 
cerns.” 


The truth of the matter is that, in such 
an era of industrialisation as we are 
witnessing, the old sources of funds for 
expansion are inadequate. They are not 
available quickly enough, or in large 
enough amounts. The traditional sources 
of the stock market and the banks have to 
be supplemented, as the economy moves 
into a different stage. The old family 
corporations cannot cope with the new 
situation—absentee ownership and in- 
stitutional investments become the order 
of the day. 


And this situation only develops when 
a sufficient degree of industrial concen- 
tration is possible, i.e., the burden of 
fixed interest debt, and the practice of 
operating on a thinner equity, can only 
be possible when there is reasonable 
security about the future stream of 
profit—which alone determines capital- 
isation. In other words, the danger of 
having to write down capital must be 
minimised. This means that it must be 
possible to regulate output, minimise 
price competition and control competi- 
tion investment. These conditions now 
exist in many sectors of the Australian 
economy. 


In short, the modern corporation 
financial structure, as Mr. Goode indi- 
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cated, is organised for prosperity—not 
adversity. Hence the consequences of 
this pattern of financing are likely to 
be the same as in the U.S.A.—to add 
to the forces making for the ever in- 
creasing dominance of the key sectors 
of the economy by the large corpora- 
tions. 


Commentary 
By E. B. CHEETHAM 


T the beginning of his paper, Mr. 

Goode summarises clearly the most 
important motivating factors that have 
changed the methods of company finance 
since 1945, viz.:—high taxation, greater 
awareness of continuing inflation and 
change of banking policy. 


The first matter, high taxation speaks 
for itself. On the second point, Mr. 
Goode makes the observation later in the 
paper, when discussing interest rates on 
long-term notes that investors “are just 
as aware as are the directors of the 
borrowing company of the inroads of 
inflation.” Unfortunately, despite this in- 
creasing awareness of the problems 
created by continually changing money 
values, no standardised action has been 
taken in this country (or elsewhere to 
my knowledge) so that financial state- 
ments can be presented using a common 
denominator of the real value of capital 
in all its forms. During these “financial 
fifties’ as Mr. Goode refers to the last 
few years, the other commentator, Mr. 
Wheelwright, and myself were members 
of a group which carried out some re- 
search on what accountants should do 
about the problem. A few groups in this 
country and overseas are largely in 
agreement with our findings. This fol- 
lowed an open invitation some years 
ago, by no lesser a body than the In- 
stitute of Chartered Accountants in Eng- 
land and Wales, to experiment with sup- 
plementary statements to be issued with 
the present “orthodox” balance sheets, 
which in my opinion contain a hopeless 
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mixture of various vintages of currency, 
However, accountants have not to my 
knowledge produced any published state. 
ments which would help the reader tp 
get a clear picture of the situation. Unt 
accountants, Management and goven- 
ments get together and do somethin 
about this problem, accounting state. 
ments will become of less and less valu. 
particularly to the outside reader. 


With regard to the third factor— 
the change of banking policy—it is inter. 
esting to note some points made in: 
paper delivered at a Victorian Conven- 
tion of the Australian Society of Account. 
ants in November, 1958, by Mr. J. 0. 
A. Wilks managing director of Nationa 
Radiators Ltd. He related the case his- 
tory of the rehabilitation of that con- 
pany between 1948 and 1958. Speaking 
of the opening situation, Mr. Wilks said: 

_ “It will be appreciated that a company 
in the position I have just explained would 
these days be considered quite outside the 
scope of a banking advance. I would mer- 
tion, however, it is only of latter year 
that banking policy has become extremely 
sensitive to hard-core advances .. .” 


Whatever the rights and wrongs of 
this policy on the part of the central 
bank and the trading banks, the fact 
remains that management cannot look 
to the banking system for hard-cor 
fiance. In a paper delivered at the 
Chartered Accountants’ Australian Con 
gress in May, 1957, Mr. K. O. Hum 
phreys summed this situation up when 
he said: 


“The financial structure must have filet: 
bility to take care of unexpected move 
ments in economic conditions. It is unwit 
permantly to utilise fully the limits of 
bank overdraft facilities, thus regarding 
bank accommodation as a permanent pal 
of the financial structure. Unavailed bast 
accommodation should supply the reserve 
necessary to take care of unexpected move 
ments in the economy until such time 8 
policy can be amended to bring operatioss 
into line with changed conditions.” 


I do not intend to comment in & 
tail on Mr. Goode’s very clear explant 
tion of the various forms of finan. 
However, I have heard it said in som 
informed quarters in the last year % 
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so that the popularity of the various 

of notes could wane in the fore- 
seeable future and preference shares 
may perhaps make at least a partial 


return to popularity. 


During an address at the Australian 
Institute of Management in July 1959, 
Mr. J. S. Bishop, a Sydney stockbroker, 
had this to say on the subject: 

“A company which leans heavily on de- 
bentures or notes may meet with difficulties 
if it suffers losses or even reduced profits 
about the time the debentures or notes 
mature. In general, the substitution of fixed 
interest issues for share issues gives the 
capital of a company a higher gearing. /f 
this trend is to continue, therefore, we 
shall see profits increasing more rapidly 
when trade is buoyant and falling more 
rapidly when trade declines.” 


In regard to convertible notes— 
without option, Mr. Goode makes the 
comment that “These issues are simply 
deferred share issues.” I noticed a com- 
ment on the financial page of the Sunday 
Telegraph of 6 September, 1959, that 
one company is making an even more 
novel approach for its new capital. They 
plan to issue deferred shares to finance 
expansion. These shares will be deferred 
for dividend for about 24 years to 30 
June, 1962 and thereafter will become 
ordinary shares with equal rights in vot- 
ing and profits. It was stated that this 
unusual approach is to cover a period 
of capital expenditure not immediately 
productive. This approach is even 
cheaper than the convertible notes with- 
out option. 


On the subject of placement of ordin- 
ary shares, I will refer to Mr. W. Ian 
Potter’s comments at the Chartered Ac- 
countants’ Congress in May, 1957, 
when he referred to some technical short- 
comings of the capital structure of Aus- 
tralian companies— 


“Another is the tendency of Australian 
companies to issue shares at par even 
though their reserves, dividend rate, and the 
market Price of their shares may justify 
making issues at a premium. In fact, there- 
fore, many share issues contain a substan- 
tial bonus element which means that com- 
Panies do not derive from the market the 
amount of capital from a share issue which 
they could expect, and still retain for the 


The Australian Accountant, July, 1960. 


shareholders some worthwhile bonus ele- 
ment. I realise that I am touching on one 
of the most controversial elements in com- 
pany finance, but in a country in which 
capital is so short, I believe that share issues 
at a premium should be more widely 
adopted than they are at the present time.” 


With regard to take-over bids, Mr. 
Goode’s comments are short and to the 
point. This matter could, of course, be 
the subject of a paper in itself. However, 
I read in the Sun-Herald of 6 September, 
1959, that “Even if the tempo of take- 
overs slackens, the influence of the past 
few hectic months will live on in com- 


pany policies.” 


This article went on to say that in 
the first two months of this financial 
year there had been between 25 and 30 
bonus share issues or capital reconstruc- 
tions announced, involving moves esti- 
mated as worth (on paper) more than 
£30,000,000 to Australian shareholders. 
It was granted that some of the moves 
might have been normal, but most were 
a direct result of defensive action 
against take-overs, and inner reserves 
long hidden were brought to light and 
benefits distributed to the shareholders. 
This sort of situation seems to me a 
drastic condemnation of the standard of 
company reporting in many cases. It 
seems to justify the statement made re- 
cently by an English economist when 
he said it was impossible to regard cer- 
tain of our “leader” stocks as qualifying 
for even a third or fourth rank by the 
standards of overseas Stock Exchanges. 
He also said there was no information in 
the slips of paper they issued yearly 
upon which to give them any better 
status. 


A considerable amount of good work 
has been done by the Australian Institute 
of Management with its Annual Report 
Award and such people as Messrs. R. 
K. Yorston and E. S. Owens who have 
issued an excellent volume on the sub- 
ject. However, it does seem that more 
than a voluntary effort will be needed 
to bring the standard of company report- 
ing in this country up to a generally 
higher plane. 
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Before leaving the subject of take- 
overs, I think I should refer to the move 
made by one Australian company to 
eliminate voting rights on those shares 
transferred into non-Australian hands. 
It has been stated that the board of 
that company is less concerned with the 
possibility of a take-over at some time 
in the future than with the danger of 
an Overseas competitor, for its own bene- 
fit, securing sufficient control to direct 
or influence the affairs of the company. 
If the rate of overseas investment im 
Australian shares continues at the level 
of recent months, it would not be sur- 
prising to find other companies following 
suit. 


On the subject of redeemable prefer- 
ence shares, Mr. Goode has mentioned 
that their popularity waned at the same 
time as the note issued was coming into 
its own. However, I have read that no 
American company of any importance 
would issue preference shares that can- 
not be redeemed, usually on the pay- 
ment of a penalty premium, either within 
a definite period or at any time at the 
company’s option. This allows the com- 
pany to re-finance from time to time 
by making a capital payment to the 
holder should the market rate of interest 
decline. 


Development Companies: As Mr. 
Goode has explained, these companies 
are so far small in both size and num- 
ber but it does appear they are going 
to play an important part in assisting 
the growth of what are at present private 
companies—not only with finance but 
management “know-how.” I am told that 
sums ranging from £5,000 to £200,000 
may be made available to their clients 
in a number of different forms, often 
including an option for the develop- 
ment company to take up a minority 
share interest. I understand that interest 
rates are generally 212% to 342% over 
bank overdraft rate. The development 
company retains the right to appoint 
a nominee director and so be kept ac- 
quainted of the company’s position from 
time to time and of special developments 
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as they occur. However, they apparently 
do not aim to take up majority interests 
in the client’s business. 


Mr. Goode has discussed the effects 
of gearing and offers a word of caution 
on the fascination of being able to ip- 
crease the effectiveness of equity capital 
in this way. Whilst there is no hard 
and fast rule, Mr. B. O. Smith stated 
at the Chartered Accountants’ Congress 
in 1957 that “m most manufacturing 
businesses it is safe if the capital is 
at least 50% of the value of the assets 
employed.” I noticed that Mr. Smith 
qualified this statement by adding that 
the assets in one company are often 
valued quite differently from those of 
another company of a similar nature— 
once again the old bogey of changing 
money values rears its ugly head. Mr. 
Smith also mentioned that it was “al- 
ways advisable for the capital to be 
sufficient to cover fixed assets.” 


I will not attempt to comment on the 
overall economic aspect of trends and 
developments in company finance as 
Mr. Wheelwright is so much more com- 
petent to do this. However, from the 
internal point of view of individual 
companies, it goes without saying that 
before raising new capital from any 
source, management must satisfy itself 
that expansion plans—whether for new 
products or existing lines—must be care- 
fully analysed. Sales volume is not al- 
ways accompanied by profitability. Con- 
stant market analysis and a long tem 
plan—say five years ahead at any ome 
time—is of great assistance. If the 1 
sponsible company executives handling 
sales, production and finance cannot 
demonstrate in some detail how they 
can use the extra capital in a sufficiently 
profitable manner, top managemeni 
(and the board of directors) should take 
a second look before approving expansion 
plans. 


Being a little short of capital is some 
times a good thing for management. It 
is surprising how much more can 
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done with what is already im hand by 
“sharpening the pencil a little finer.” For 
example— 

|. Collect book debts more promptly. 

2. Increased rate of stock-turn, by 

(a) seeing that the purchasing officer does 
not make his job too easy—in the present 
buyer’s market manufacturers must be 
equally as keen as retailers have been 
found for some time. 

(b) watching production control to see that 
finished goods are turned out in accord- 
ance with customers’ requirements—not 
as convenient to the factory manager. 

3. Budgetary Control of all expenditure—both 
capital and revenue. This can only work if 


the executive accountable takes an effective 
part in the preparation of the budgets. 
If he is right he knows why, and if he is 
wrong he can avoid repeating the mistake 
made. 

More effective use of present space and 
plant, and perhaps in some instances use 
of outside sub-contractors to avoid capital 
expenditure of a doubtful nature. 


Whilst on the subject of budgets, even 
though profit and loss budgets and com- 
parison with actual on a monthly basis 
are generally quite satisfactory, I con- 
sider that cash budgets and comparison 
with actual should be on a weekly basis. 





BOOK REVIEW 


ACCOUNTING FOR INFLATION — By 
Lionel A. Wilk, D.F.C., M.A., F.C.A., 
P. D. Leake Research Fellow in the Univer- 
sity of Birmingham. 184 pp. Published by 
Sweet & Maxwell, London in 1960; Aus- 
tralian agents: The Law Book Co. of Aus- 
tralasia Pty. Ltd. 


[N this clearly written book, Mr. Wilk pre- 

sents a new approach to the problem of 
inflation and sets out the main pros and cons 
of most of the methods and measures put 
forward to date. He stresses that any alterna- 
tive to the historical cost basis must not, 
if it is to be generally acceptable, increase 
to any material extent the possibility of 
influencing results by personal opinions and 
valuations. 


The yardstick to be used is the “general pur- 
chasing power of money”, not the use of 
specific indices, which may well hide, in par- 
tcular cases, the financial effects of a rising 
level of prices. However, the author does 
not discuss the practical difficulty of obtain- 
mg such an index nor the theoretical objec- 
tons raised by economists to the rather 
vague term “general purchasing power of 
money”. 


In the main, Mr. Wilk presents his method 
on the assumption that such an index can be 
obtained and his method consists of separating 
the effects of inflation by measuring the result- 
ing Monetary losses on (a) capital invested in 
fied assets subject to depreciation and (b) 
capital invested in current assets, including 

. In this, he uses two accounts to contain 
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the credit entries, viz.: “Capital Maintenance 
Reserve” and “Revenue Reserve” (p. 48), to 
indicate “monetary losses . . . applicable to 
capital and . . . that part of the annual loss 

. . attributable to revenue” (p. 63). Whether, 
in practice, such a differentiation can be main- 
tained is not dealt with by the author. He 
attempts to show, by illustration. “the fallacy 
of the argument that it is satisfactory if the 
effect of inflation is calculated solely on fixed 
assets and stocks” (p. 13), without, however, 
being convincing on this point. Mr. Wilk is 
more convincing in his criticism of the re- 
placement cost method of dealing with infla- 
tion and stresses the fact that in all methods 
proposed to date “there is no record of funds 
received and how they have been spent” (p. 
31). 


There is an interesting chapter on a general 
examination, though necessarily superficial, of 
the extent to which nationalised industries and 
governmental instrumentalities in the U.K. 
make allowance for price level changes. The 
author points out, quite rightly, that they 
usually acquire their fixed assets with borrowed 
funds and so “when the value of money falls, 
a gain accrues from borrowing and .. . this 
will . . . counteract their losses arising out of 
inflation” (p. 129) 


This book is well worth reading, particularly 
for the author’s clearly stated summaries and 
criticisms of the methods proposed to date for 
overcoming this weakness in the presentation 
of accounts based on conventional accounting 


procedures. 
HAROLD SHAW 
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Recent Legal Decisions 


By L. C. VOUMARD, B.A., LL3, 


Intent to Defraud Creditors “with intent to defraud creditors”? In 
: 1932, in Re William C. Leitch Brothers 
gun tandic jv. Hanson (1900) Led. (1932) 2 Ch. 71, an English coun 
ropes ~ an ef ‘a a tan held, with regard to the meaning of that 
281 of the opatties s an. phrase, that “if a company continued 
WA cps to carry on business and to incur debts 
34 (W.A.). at a time when there is to the knowledge 
: ; , ; of the directors no reasonable prospect 
This section provides, in substance, . “a 
that if in a winlies up it appears that of the creditors ever receiving paymest 
any business of the company has been a — hey in general, a proper 
: a ugh 4 ~ inference that the company is carrying 
CoE oe a enor for nay fraud, 0 business with intent to defraud”. This 
lent purpose, the court may if it thinks nner a doubted r he we 
proper declare that any directors past ae bo oho b ' ae a sagen ne we 
; : e section to operate there mus an 
or present who were knowingly parties : 
to the carrying on of the A in aoa s a and real intent to é- 
such a manner shall be personally liable ae Gee. 
without any limitation for all or any of The facts were rather complex, but 
the company’s debts. (This section has briefly were as follows. A company was 
its counterpart in the Companies Acts formed in 1956 to take over and con- 
of the other States). duct two competing businesses in amal- 
; : : gamation. The arrangement was not a 
The section was first introduced in success, and after about three months 
England following the report of the Wil- =the amalgamation was abandoned, the 
fred Greene eee “e oe directors representing one of the amal- 
Cen in chet erie eens 
g ; ereafter X, as director, con- 
J. in the case under discussion, at Pp. tinued the business as though the com- 
217) “to deal particularly with the case pany had taken over his own electrical 
of a person in control of a private com- _usiness. 
pany and holding a floating charge, who, 
knowing that the company is on the 
verge of liquidation, ‘fills up’ his security 
by means of goods obtained on credit 
and then appoints a receiver. The Com- : ind ult 
mittee considered that any person found pa into liquidation some two 
guilty of fraudulent trading should not gral persian 2 It was — - 
only ‘be subjected to unlimited personal bit — ries  sciy yee y a 
liability but any security over assets of the . ni ———s at De was, in ll 
company held by him or on his behalf or So. a was Geum 
previously held by him or on his behalf of the business more than he was put 
and assigned to anyone but a bona — ting in, although there was no evidence 
a S value should be charge that it was to enable him to do this 
with the liability. that he continued to carry on the busi- 
ness. 


Despite an awareness of the fact that 
the business was not making a profit, 
X continued to carry it on, but things 
got worse, and ultimately the company 


Unfortunately, the section presents 
many difficulties. What meaning, for in- Kitto J. summed it up by saying (a 
stance, is to be given to the phrase p. 216) that “the circumstance 
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he did draw out more than he paid in 
demonstrates the unfairness, not to say 
the utter wrongness, of the course he 
pursued; but with what intention he 
pursued it is the question; and, in my 
opinion, the only answer which can be 
given on the material adduced is that 
although he was clearly unjustified in 
his chasmg of the rainbow, he is not 
shown to have had any more sinister 
intent than an intent to try, however 
despairingly, to carry the business through 
its difficulties to a success which, if it 
had been reached, would have bene- 
fited the creditors as well as himself. 
In whatever terms his conduct may be 
considered, his intent is not, I think, to 
be described as an intent to defraud the 
creditors.” 


All that could be said was that X 
continued to carry on the business of the 
company knowing of its financial diffi- 
culties and its lack of prospects, and it 
was not possible from this to presume 
an actual intention to defraud. Conse- 
quently the provisions of the section 


could not be invoked against X. 


Stay of Proceedings After Liquidation 


The short question in Cook v. 
“X” Chair Patents Co. (1959) 3 
All E.R. 906 was whether, in the 
exercise of its discretion, the court 
Should stay a claim for damages 
against a company which was be- 
ing wound-up voluntarily and re- 
quire the claimant to content him- 
self with proving in the liquidation. 


The general rule is that in the case 
of a voluntary winding-up (the company 
in question had gone into voluntary 
liquidation, which was being conducted 
as a members’ voluntary winding-up) an 
employee who has a claim against the 
company for damages for wrongful dis- 
missal has a right to choose his tribunal; 
he can either prove in the liquidation 
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or he can take action in the ordinary 
way, and the court will not interfere with 
his choice unless satisfied in the circum- 
stances that some good will be done, 
and some expense saved, by forcing 
him to prove in the liquidation. If, for 
instance, there is no dispute as to the 
existence of the debt or liability, but 
only as to the exact amount due, then 
there is little doubt that the matter can 
be effectively dealt with by the claimant 
proving as a creditor, and leaving the 
precise amount to be determined by the 
liquidator or, if he and the claimant 
cannot agree, by the court in the course 
of the winding-up. 


In the case in question, an employee 
was employed under a service agreement 
which at the date of the resolution to 
wind-up had some six years still to run, 
at a salary of £1300 p.a. plus commis- 
sion. Shortly after the winding-up began 
the liquidator notified him that his ser- 
vice agreement would be terminated some 
two months later, and asked him to 
formulate his claim for compensation. 
The plaintiff claimed compensation on 
the basis of loss of six years’ salary at 
£1300 p.a. and six years’ commission 
at an average rate of something over 
£200 p.a. No settlement was reached 
with the liquidator, and so the plaintiff 
brought an action for damages for wrong- 
ful dismissal. The liquidator sought to 
have the action stayed, and claimed that 
the plaintiff should be left to pursue his 
remedy against the company by way of 
proving in the liquidation. 


The court refused to stay the proceed- 
ings. It appeared that the plaintiff and the 
liquidator were miles apart in their as- 
sessment of the amount payable, the 
plaintiff claiming about £5685 and the 
liquidator arguing that a proper amount 
would be approximately £5400 less than 
this. The real reason for the difference 
was disagreement on the question of 
whether the plaintiff would be able to 
get other comparable employment, and 
on this depended to a great extent the 
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amount he would be entitled to against 
the company. And since this question 
(which amounted to a really substantial 
dispute between the parties) could be 
better decided by oral evidence than by 
evidence by way of affidavit, the court 
declined to exercise its discretion in favour 
of the liquidator. No advantage would 
be gained by staying the action which 
was, therefore, allowed to proceed. 


Recovery of “Key-Money” Paid Under 
Mistake of Law 


The question before the Privy 
Council in Kiriri Cotton Co. Ltd. 
v. Dewani (1960) 1 All E.R. 
177 was whether a tenant who 
had paid a premium to a landlord 
to obtain the lease of a flat was 
entitled to recover it back on the 
ground that it was received by 
the landlord contrary to the pro- 
visions of legislation which, while 
making it an offence for any 
landlord to ask for, solicit or re- 
ceive a premium in connexion 
with the grant of a tenancy, 
nevertheless contained no provi- 
sion enabling such a premium to 
be recovered back. 


Although the receipt of the premium 
was illegal, neither the landlord nor the 
tenant was aware of that fact. The prem- 
ium had thus been paid under a mistake 
of law which was common to both 
parties. When the tenant sought to re- 
cover it back, the landlord claimed that 
as both parties had entered into an illegal 
contract, which had since been fully exe- 
cuted and carried out, the money paid 
could not be recovered. This, it was 
said, was in accordance with the well- 
known principle that “if two parties enter 
into an illegal contract, and money is 
paid upon it by one to another, that 
money may be recovered back before 
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the execution of the contract, but not 
afterwards.” But where both parties are 
not in pari delicto, this is not applicable, 
and the tenant claimed, therefore, that 
as he was not in pari delicto with the 
landlord the money was recoverable. 


To this the landlord answered that 
both parties were equally at fault; that 
both equally mistook the law and were 
thus in pari delicto. This, however, as- 
sumed that everyone is presumed to know 
the law—a proposition which, said the 
Privy Council, is not correct. The true 
proposition is that no man can excuse 
himself from doing his duty by saying 
he did not know the law on the matter. 
Nor is it necessarily correct to say that 
money paid under a mistake of law is 
always irrecoverable. If the money is 
paid under a mistake of law without 
anything else, then it is not recoverable, 
but if there is something more in addi- 
tion to a mistake of law the position is 
different. In delivering the judgment of 
the Board, Lord Denning gave some 
illustrations of this. If, as between two 
parties, the duty of observing the law is 
placed on the defendant rather than the 
plaintiff, or if the responsibility for the 
mistake lies more on the defendant than 
on the plaintiff, then the parties are not 
in pari delicto and the money is recover- 
able. 


In applying these principles to the case 
before it the Board considered that the 
legislation outlawing premiums was it- 
tended to protect tenants against ex- 
ploitation by landlords—for example, the 
penalty imposed for breach was imposed 
on the landlord, and not on the tenant 
who submits to the landlord’s demand 
for key money and pays it. This showed 
that the duty of observing the law was 
placed on the landlord, who had to 
accept the primary responsibility if the 
law was broken. Consequently the parties 
could not be said to be in pari delicto, 
and notwithstanding that the illegal pur- 
pose had been carried out the tenant 
was entitled to recover the premium thus 
unlawfully paid. 
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Economising on Electricity Charges 


investigation on which this article 
is based was commenced because 
of the need for accurate costs on several 
different units which were all coupled 
to the one electricity meter. However, 
the most notable outcome has been the 
scope revealed for economising on the 
cost of electricity. It is estimated that 
it will be possible to use the same num- 
ber of units but pay approximately 712 % 
less. 

For industrial power in Tasmania, 
while the charge is for the number of 
units consumed, the rate of charge is 
determined by the maximum average 
horsepower demanded during any quar- 
ter-hour period for the quarter. (A sim- 
ilar basis is used for certain types of 
industrial power in all mainland States 
and throughout the world.) 


The charges per quarter per horse- 
power installed, are:— 


3.3d. per unit 
1.65d. per unit 
.92d. per unit 
.6d. per unit 


First 120 units 
Next 120 units 
Next 740 units 
All additional units 


The Hydro-Electric Commission by- 
laws state that “horsepower installed” 
where exceeding 25 h.p. shall be calcu- 
lated at 70% of the actual installed 
horsepower or the maximum average 
horsepewer demanded over any quarter- 
hour period. The latter is the method 
most commonly used. Special meters are 
installed which measure the power con- 
sumed for each quarter hour; a time 
switch then brings the meter back to zero 
but a movable indicator or dead pointer 
is left at the highest point. This dead 
pointer thus remains at the highest point, 
of maximum consumption, recorded for 
aly quarter-hour over the three-monthly 
period concerned. This maximum con- 
sumption is then converted to the average 
horsepower which has been demanded 
0 consume that quantity of electricity 
‘na Quarter-hour. 
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By J. E. TOMLINSON, 4.A.s.A. 


1 K.W. of electricity for one hour = 
1 unit. 
1 H.P. = .746 K.W. 
If 10 units are consumed in a 


quarter-hour, there must have been an 
average demand of 40 K.W. for the 


40 4 
quarter hour (ora = 53.7 H.P.) in 


order to consume ten units in that period. 
In practice, the scale on the maximum 
demand dial of the meter gives the 
average horsepower demanded without 
any calculation. This method of averag- 
ing eliminates short peaks caused by 
large motors starting up, short circuits 
and momentary overloads. 


Except in industries where award con- 
ditions allow shift work, it is not possible 
to come into the rate of “all additional 
units” so that all the following calcula- 
tions take into account only the first 
three rates. We therefore use .92d. as 
the basic cost per unit of electricity plus 
a loading for the maximum demand. On 
this basis every increase of one horse- 
power in maximum demand raises the 
cost of electricity by (120 x 3.3) + 
(120 « 1.65) — (240 x .92) pence 
per quarter. This equals £1.555 or 
£6.22 per year. This increased cast is 
caused by the higher rates, due to the 
increase in maximum demand, not for 
extra units consumed. (As a matter of 
interest, if sufficient power was con- 
sumed to come into the fourth rate of 
charge, one horsepower increase in maxi- 
mum demand would cost (120 x 3.3) 
+ (120 x 1.65) + (740 x .92)— 
(980 x .6) pence per quarter. This 
equals £2.861 or £11.446 per year.) 
These calculations are simply the num- 
ber of units at the higher rate of charge, 
because of the increase in maximum 
demand, less the cost of the same num- 
ber of units at the base rate. 


For the investigation described here 
the section of the factory on maximum 
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demand tariff comprised three main 
units and some dozens of small electric 
motors which were grouped together as 
a fourth unit. 

Five maximum demand and consump- 
tion meters were installed; one on each 
of these four units and the fifth to 
include all four units. They were all 
left unsealed so that they could be 
turned back and fresh readings taken as 
often as desired. Readings were in kilo- 
watts and they were left as such as 
they did not affect the investigation ex- 
cept for the costs and they were then 
converted on the scale of one horse- 
power = .746 K.W. 


The meters were read daily for a 
fortnight (see Table A) and over two 
days—one of eight hours (Graph B) 
and the other of sixteen hours (Graph 
C)—readings were taken every quarter 
hour to establish the pattern during the 
day. On the daily readings, the sum 
of the four units exceeded the total 
maximum demand—on the second Wed- 
nesday by 115 K.W. That is, the maxi- 
mum peaks of the four units occurred 
at varying times during the day and 
did not coincide. Also the highest de- 
mand during the fortnight (521 K.W.) 
was well below the maximum demand 
for that particular quarter (560 K.W.) 
showing that at some time during the 
quarter there was a less favourable co- 
incidence of these peaks of demand. 


Graph C shows the readings of the 
five meters for the sixteen-hour day in 
a bakehouse, in preparation for the 
week-end. The average of all the quar- 
ter-hour maximum demands was 406.3 


K.W. or 153.7 K.W. below the peak 
for the quarter. If it was possible not to 
exceed this average, the sum of £1.555 
1000 
x 153.7 X 746 
£1,280 per year, would be saved. The 
maximum demand for the day, at 7.30 
p.m., was 493 K.W. or 67 K.W. below 
the figure for the quarter. If this was 
not exceeded it would save £1.555 x 
67 X = 
7146 
£560 per year. 

While it is obviously impossible to 
always keep down to the average, we 
feel that it should be possible to keep 
somewhere below the 493 K.W. maxi- 
mum as this was attained on one of the 
heaviest days of operation and, further, 
it is known that power was switched on 
in that period which could easily have 
been left off until a little later. 


As shown by the graphs, the peaks 
on both days were relatively short dura- 
tion. As the bakehouse can be operated 
so that it is possible to lower the de- 
mand of some units for short periods 
without affecting production, it should 
be possible to avoid these highest peaks 
of demand. The problem is, of course, 
to know when the desired maximum is 
going to be exceeded in time to shut 
off some section so as to avoid this 
excess. Various types of maximum de- 
mand warning meters are available. It 
has been found that all except one 
simply measure the consumption in five- 
minute or quarter-hour intervals and 
sound an alarm if the desired maximum 
is reached in less than the five-minute 


: £320 per quarter, or 


= £140 per quarter or 


TABLE A—Maximum Demand Readings for Two Weeks in Kilowatts 


Unit 1. 


176 
173 
145 
171 
139 
179 
177 
171 
177 


Sunday 

Monday 
Tuesday . 
Wednesday .... .... .... 
Thursday .... .... 
Friday . 
Sunday 

Monday . 
Tuesday .... . 
Wednesday .... 
Thursday .... 
Friday ... 


348 


Unit 2. 


Meter 5. 
Total 
518 
515 
521 
495 


Unit 4. (Sum of 
1-4 
582 
597 
550 
579 
549 
400 
597 
585 
582 
585 
587 
394 


Unit 3. 


288 
300 
282 
282 
283 
280 
294 
288 
287 
288 
288 


282 394 
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or quarter-hour period. On the quarter- 
hour cycle, nothing could be effective 
short of shutting down the entire plant 
if the alarm sounds, as the quota for 
that period would then have been used. 
On the five-minute cycle, in some cases 
it would sound unnecessarily; in others 
it would sound too late for anything to 
be done. However, it has been found 
possible to obtain a meter which can be 
synchronised with the supply authority’s 
meter and which will compare the actual 
demand with the desired demand con- 
tinuously. The alarm sounds immediately 
the actual demand passes the desired 
demand at any point of the quarter-hour 
cycle. The meter will give an alarm at 
the end of two minutes if the demand 
exceeds two minutes’ quota; after two 
minutes thirty-nine seconds if the demand 
exceeds two minutes thirty-nine seconds’ 
quota, and so on. The alarm is thus given 
the moment action is necessary. On the 
other hand, if no power is used in the 


600- 


first ten minutes, fifteen minutes’ quota 
can be used in the last five minutes. 
No alarm will be given and the supply 
authority’s meter will not exceed the 
desired limit for a quarter hour. 


We propose aiming at a maximum 
demand of 470 K.W. which would save 
approximately £750 per year. From the 
graphs this will be seen to be a reason- 
able target. Unfortunately the meter re- 
quired cannot be obtained in less than 
ten months so it will be some time 
before actual results can be proved. 
Costing Output 

The average cost per unit of electricity 
depends on the maximum demand during 
the quarter. Although with separate 
meters it was possible to obtain con- 
sumption and maximum demand read- 
ings for each individual unit, it has been 
noted that the sum of the individual 
maximum demand readings exceeded the 
total maximum demand on which the 
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GRAPH B— 

560 Kilowatts equals maxi- 
mum demand for this 
quarter. 
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GRAPH C—560 Kilowatts equals maximum demand for this quarter. 
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rates are fixed. Thus, while the con- 
sumption and maximum demand attri- 
tutable to each unit could be established, 
some method of averaging the maximum 
demand had to be used so that the 
power cost spread over the various units 
would equal the actual cost. 


It was decided that the significant 
figures were those where the maximum 
demand was over 450 K.W. For the 
two days, where quarter-hourly readings 
were available, the maximum demand 
for each unit and the total maximum de- 
mand thus resulting were listed for each 
occasion that the maximum demand ex- 
ceeded 450 K.W. (For any individual 
quarter-hour period the sum of the in- 
dividual units must equal the total maxi- 
mum demand). The totals were averaged 
and the percentage of the individual 
units to the total were calculated. While 
this was rather arbitrary, it appeared 
to be a reasonable approach to the prob- 
lem. The results were as follow: 
Unit 1 122.8 K.W. 
Unit 2 204.5 K.W. 


Unit 3 77.3 K.W. 
Unit 4 58.4 K.W. 


26.5% 
44.2% 
16.7% 
12.6% 


100.0% 





Total 463.0 K.W. 





The loading for each unit per quarter 
for its contribution to the maximum de- 
mand could then be calculated. 

Let M.D. = the maximum demand for the 
quarter in horsepower. 
md = % contribution of the unit to 
M.D 
Then (M.D. x md) x £1.555 = the loading 
for the contribution to M.D. 


From the consumption readings, the 
average consumption for each unit dur- 
ing production and the power lost each 
day, on the pre-heating of ovens, etc., 
was simply a matter of calculation. The 
output of each unit was also easily 
checked. The average power cost per unit 
produced could then be calculated. 

Let 2 = the output per hour from the unit. 


= the hours of actual production per 
quarter for the unit. 
P = the period of unproductive power 
for the quarter. 
C = the average power consumed per 
hour of production in units of 
electricity. 


4. = the basic cost per unit of elec. 
tricity. 
£1.555 = the increase in cost per quarter per 
horsepower of maximum demand, 
The average power cost per unit produced 
would then equal 
(H X C X 9274+ (XC X 94 
(M.D. X md X 1.555 X 240) —OxXH 
pence. 

The comparison of varying levels of 
production is made by simply altering 
the values for H, assuming that other 
factors remain constant; especially that 
the new level of production uses suffi- 
cient units to come into the .92d. per 
unit rate and not enough to come into 
the .6d. per unit rate. 


Any alteration of the maximum de- 
mand will alter the average cost. How- 
ever, by controlling the maximum de- 
mand by means of the meter mentioned, 
it should be possible to keep the maxi- 
mum demand practically constant. 


The average cost per unit falls with 
increased hours of production because 
of the greater spread of both unproduc- 
tive power and the loading for the maxi- 
mum demand. 

Any alteration in the number of units 
of machinery will affect the maximum 
demand and not only alter the percentage 
contribution of each unit to the total 
but will alter the maximum demand 
loading that each unit will have to bear. 
On Fridays, with one unit not used and 
the others not fully utilised, it was found 
that the individual maximum demands 
equalled the total maximum demand. 
With less units employed there was less 
chance of the peaks being offset one 
against the other. The greater the num- 
ber of units, the greater the possibility 
of offsetting the peaks and so reducing 
the total maximum demand in relation 
to the sum of the maximum demands of 
the individual units. This is worthy of 
consideration in any plans to alter plant. 
A change of one unit from electricity to 
oil-firing would raise the average costs 
of the remaining units. 

Acknowledgement: This investigation was 
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metering department. Members of the staff 
gave their own time at night and week-ends 
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What is Return on 
Capital Employed ? 
By G. HOWITT, B.EC., A.A.S.A., A.C.A.A. 


HE subject of return on capital 

employed or return on investment is 
receiving increased attention in account- 
ing literature and at accounting conven- 
tions. In his lecture on “The Developing 
Role of the Accountant in Management” 
published in The Australian Accountant, 
January, 1960, Professor E. B. Smyth 
reported that 59% of the respondents to 
his questionnaire made use of the device, 
and he advocated its further application 
in Australian undertakings. As the topic 
is covered fairly briefly in the accounting 
texts, an explanation of its nature and 
value appears warranted. 


The not profit ratio, with which we are 

all familiar:-— 

Net Profit 100 

on 4 snicitiid 

Sales 1 

does not provide us with a complete 
picture of the effectiveness of manage- 
ment as it overlooks an important factor 
—the amount of capital required to 
produce the profits. It is essential that 
owners and management should be 
advised whether a good return is being 
secured on the capital invested in an 
Organisation or in a division of the 
organisation. 


The turnover speed (or investment 
turnover) is derived from the ratio: 
Sales 





Investment (Total Assets) 
Whilst this concept is a valuable indi- 
cator of the success in employing funds 
tt omits the profit factor. 

To gauge the profitability of an enter- 
prise we must devise a measure which 
takes into account the three critical 
factors — sales, investment and profit. 
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Return on _ investment 
answer to the problem. 
as follows:— 
Net Profit Sales 100 
x a 
Sales Investment 1 
or Percentage Profit X Turnover Speed. 
It would be a natural reaction for a 
student to suggest that the ratio be 
shortened by the elimination of sales to 
read 


provides the 
It is calculated 





Net Profit 100 

YS, 

Investment 1 
This simplification, however, whilst pro- 
viding a superficial measure of profit- 
ability must be broken down into its two 
component factors — profit percentage 
and turnover speed —if reasons for 
variations in return on investment are to 
be localised. 

There are differences of opinion 
regarding the profit figure to be employed 
in calculating return on capital. Some 
American authors advocate the use of 
net profit after tax but contributors to 
the Australian journals tend to follow 
Fitzgerald’s lead by taking profit before 
tax or interest. As we are examining an 
indicator of managerial efficiency and as 
taxation rates are beyond management’s- 
control, it is felt that profit before tax 
is a more useful criterion. 

Also the profit figure is taken before 
interest charges since we are relating the 
profit to investment, which includes those 
funds on which interest is paid, and 
deduction of interest would involve 
double-counting. 

Investment is usually taken as the 
assets side of the balance sheet. The 
appropriate provisions are deducted from 
the individual assets. Fixed assets are 
taken at net figures after provision for 
depreciation and debtors are less pro- 
vision for doubtful debts. Stocks are 
included at balance sheet values. 


Return on capital employed can be 
applied in business in the following ways: 


(1) Appraising the relative merits of 
proposed capital additions or the 
development of new product lines. 

(2) Comparing the results of a company 
with those of other undertakings, 
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despite differences in sources of 
funds. 


(3) Evaluating budgeted profit in terms 
of return on investment before final 
acceptance of the plan. 
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Goodwill in 
Partnership Problems 


By V. M. LEVY, B.Ec., A.A.S.A., Lec- 
turer in Accountancy, The University of 
New South Wales. 


ANY students seem to encounter 
difficulty in understanding good- 
will in relation to partnership problems, 
and it is hoped that the following will 
serve to elucidate the principles involved. 


There are two methods by which 
goodwill may be dealt with upon the 
admission of a new partner. 

Under the first method the original 
partners, being aware that the value of 
their business as a going concern is, in 
fact, greater than the value of the net 
tangible assets appearing in the books 
of account, raise goodwill as an asset at 
the agreed value thereof, and credit their 
respective accounts accordingly in pro- 
portion to their profit-sharing ratios. This 
is done prior to the admission of the 
incoming partner so that the benefit of 
the goodwill which they have created is 
credited only to themselves. 
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Journalising the appropriate entries we 
have:— 

Goodwill £2,000 

A Capital £ 1,00 

B Capital .... £ 1,000 
For goodwill raised as an asset. 

Cash ... £3,000 

Se MEE nse. sexs £3,000 
For capital contributed. 

Under the second method, goodwill, 
although recognised to exist, is not 
recorded in the books of account and 
therefore may be regarded as an 
“undisclosed asset”. Nevertheless, since 
its value is “real” (though intangible) 
the incoming partner is expected to pay 
for his share of it. This is effected by 
payment of a cash premium to the 
original partners (A and B) based upon 
the new partner’s (C’s) share of goodwill 
— which is normally taken to mean his 
share of future profits. Assuming C is 
to enjoy one quarter share of the profits, 
then if goodwill is valued at £2,000, he 
will pay a premium of £500. 


The journal entries would be:— 
Cash £500 

A Capital £250 

B Capital £250 
Cash premium for goodwill contributed 

by C. 
Cash £3,000 

C Capital £3,000 
For capital contributed. 

It may be, however, that the original 
partners decide to withdraw the premium 
in which case the entry for the premium 
is reversed, as follows:— 

A Capital £250 

B Capital £250 

Cash £500 
Cash premium for goodwill withdrawn. 

It should be realised that these 
methods are alternatives, and the student 
should be careful to avoid constructing 
any accounting entries tending to 
combine these processes. 

The terms of each problem must be 
carefully examined as to the method to 
be adopted, for this is not always made 
explicit in the question as the following 
examples will demonstrate. 


Example 1 

Z is to be admitted to the partnership of X 
and Y on bringing in £500 cash (as a premium 
for a quarter share in the profits), and the assets 
and liabilities of his business, viz., Plant, 
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a die Mi Bi en en ee 


a> ab a ae a om 


£1,000; Debtors, £800; Creditors, £600. 
At the date of his admission the balance sheet 
of X and Y disclosed assets valued at £12,000, 
which included £750 goodwill. 


Prepare the journal entries required to give 
effect to the admission of Z to the partnership. 


This question would suggest that the 
second method should be adopted since 
it is clearly stated that a cash premium of 
£500 is paid. It will be observed, how- 
ever, that £750 goodwill appears in the 
books of the original partnership (which 
would have represented an earlier valua- 
tion of goodwill) and there is no reason 
to believe that it is not intended to 
continue to record goodwill as an asset. 


The appropriate treatment then is to 
record goodwill at £2,000 (being four 
times Z’s proportion, £500) by writing-up 
the existing balance by £1,250. The 
benefit of this increase must be credited 
to the original partners in proportion to 
their profit sharing ratios. 

Goodwill £1,250 

X £625 

7 £625 
Goodwill written up. 


The £500 to be paid by Z is strictly 
not a premium at all. It must be credited 
to his own capital account since the 
original partners have already been fully 
credited for goodwill prior to his ad- 
mission. The necessity to contribute an 
additional £500 as capital, means, in 
effect, that his proposed capital otherwise 
would have been considered an adequate 
contribution having regard to the tangible 
assets vested im the original partnership 
at the time of Z’s admission. A cor- 
respondingly higher capital contribution 
is now considered necessary as repre- 
senting his proportion of recorded good- 
wil as now revalued. There is, of 
course, an indirect benefit to the partner- 
ship generally, inasmuch as additional 
funds have thereby been made available 
to it as working capital. 


Plant £1,000 
Debtors 800 
Cash 500 
Creditors 
Z Capital 
Assets and liabilities introduced by Z. 


£600 
1,700 


The Australian Accountant, July, 1960. 


Example 2 
C is to be admitted to the partnership of A 
and B on a quarter share of the profits and is 
to bring in £3,000 in cash in addition to a 
premium of £500 for his share of goodwill. 
Prepare journal entries:— 
(a) Where goodwill is raised. 
(a) Goodwill 
A Capital 
B Capital 
Goodwill raised 
Cash 
C Capital 
Capital contributed. 
(b) Where goodwill is not raised. 
Cash £500 
A Capital 
B Capital 
Premium for goodwill paid by C. 
Cash £3,000 
C Capital 
Capital contributed. 


£2,000 


£3,500 


£3,000 


In this case the question clearly states 
that in both cases C pays a total of 
£3,500. Under method (a) the additional 
£500 is again not a “premium”, but is 
merely an increased capital contribution 
required so that C’s capital may become 
proportionately higher because of the 
raising of goodwill. 


The important point to observe is 
that wherever it has been indicated or 
implied that Goodwill Account should 
be raised, then any “additional” amount 
“for goodwill” to be contributed by the 
incoming partner is strictly not a premium 
at all even if so described. 


The “additional” amount merely forms 
part of the new partner’s capital, and 
represents an increased contribution con- 
sidered necessary because of the general 
increase in the partnership assets 
occasioned by the introduction of good- 
will. 

The student may find many variations 
in the presentation of problems concern- 
ing goodwill upon the admission of a 
new partner. 


If, however, these two basic processes 
are thoroughly grasped, there should be 
no difficulty in deciding the proper 
course to follow. 
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New I-C-T 1301 is a strictly business brain 


The 1301 saves you time, 
money and space. For its 
powerful performance the 
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timinates much of the hard- 
wate previously associated 
with such systems. Fully 
tansistorised, it uses little 
power, generates little heat, 
does not occupy a large space. 


The 1301 is a glutton for 
work, It sprints through 
sks for you! It will do, for 
ample, 37,000 additions a 


second. With automatic pro- 
gramming and a library of 
utility routines, the 1301 can 
be put to work easily and 
quickly. The 1301 can 
further automate your 
accounting control and 
routine procedures, giving 
you more efficiency at lower 
cost. 


The 1301 is expandible. 
You can start with a 1301 
the right size for your 
immediate task. Its simplest 
form is a very fast punched- 
card computer with high- 
speed input and printed 


&> —Offices in all capital cities 


INTERNATIONAL COMPUTERS AND 
TABULATORS AUSTRALIA PTY. LIMITED 


—— 


output, backed up by core 
and magnetic-drum storage 
and coupled to an extremely 
fast and powerful central 
processor. Standard or fast 
magnetic-tape units can be 
added as required. Core and 
magnetic-drum storage can be 
increased in convenient steps. 
As your business grows, the 
1301 can grow with it. 


1.C.T. will be glad to explain 
the practicability of its applica- 
tion to your Data Processing 
requirements . . . no charge nor 
obligation. 
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Socrates said: 
“This is the 
bitter end!” 


Fair enough that statement! 
After all he had done 
nothing but good. The fatal 
draught of hemlock was a most unfitting reward for a long life of 
thought and work in the service of mankind — he was 70 at the time 
of his death. If we could be certain we would live to age 70 maybe we 
wouldn’t buy life insurance. Things being as they are it is wise 
to have your A.M.P. man check over your life insurance programme 


at regular intervals. 


AUSTRALIAN MUTUAL PROVIDENT SOCIETY 


HEAD OFFICE: 87 PITT STREET, SYDNEY 
Chairman: CECIL H. HOSKINS e General Manager: M. C. BUTTFIELD 


Gevery A.M.P. member enjoys the unquestioned security afforded by funds exceeding £450,000,000 which the Society seeks 10 inve® 
to the greatest benefit to members 
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AUSTRALIAN SOCIETY OF ACCOUNTANTS 


TREATISE AWARD 


embers of the Society to undertake 
research on accountancy problems which 

wil have beneficial results for the accountancy 
profession both in Australia and elsewhere. 


The first award covered the five years ended 
30 September, 1957. The second award will 
be for the three year period from October, 
1957, to 30 September, 1960. 

The first award was made to Mr. S. R. 
Brown for his treatise “Costs and Prices”. 
This was considered to be a_ meritorious 
contribution to accounting literature, and it 
is hoped that this success will encourage 
members to produce treatises of an equally 
high standard. 


Details of the conditions governing the 
award are indicated below. 

Attention is drawn to the provision that any 
treatise not published as a book or in a 
Society publication must be submitted to the 
General Registrar not later than 30 September, 
1960, if it is to be eligible for the second 
award. 


CONDITIONS OF AWARD 
1. Nature of Award 


The award is known as “The Australian 
Society of Accountants Treatise Award”. It 
consists of a mounted gold medal and a 
citation. Where the award is made to joint 
authors each will receive a medal and a 
tiation. Where two works are judged to be 
of equal merit, a joint award may be made, 
and each author will receive a medal and a 
citation. The General Council reserves the 
right to withhold the award if the Committee 
of Award should be of the opinion that no 
reatise submitted comes up to the standard 
of their requirements. 


2. Eligibility 

The award is open to all members of the 
Australian Society of Accountants. To be 
tligible for the award a treatise must be a 
work on accounting and 


a) in the case of published works, be the 
first edition of any work whose first 
publication has been in Australia within 
the period in respect of which the award 
is to be made. Any such treatise not 
Published as a book, or in a Society 
Publication, must be submitted to the 
General Registrar within the period of 
the award in order that it should receive 
consideration; 


(b) in the case of unpublished works, be the 
works of author(s) which have not been 


Fe object of the Award is to encourage 
m 
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submitted for publication outside Aus- 
tralia. Such works must be submitted to 
the General Registrar within the period in 
respect of which the award is to be made. 


3. Length 


No limit is placed on the length of treat- 
ises, but consideration will not be given to 
any work of less than 5,000 words. 


4. Copyright 


The General Council of the Society shall 
have the right to publish in a publication of 
the Society, but with acknowledgement of 
authorship, the whole or any part of the 
successful treatise which has not been pub- 
lished at the date of the award. Such pub- 
lication shall not be deemed to be an infringe- 
ment of the copyright, which shall remain the 
property of the author. 


5. Judges 


Awards will be made on the advice of a 
Committee of Award, consisting of three per- 
sons appointed by the General Council of the 
Society. The decisions of the Committee of 
Award on the merits of any work defined in 
clause 2 shall be final. An award will not be 
made if the Committee is of the opinion that 
no treatise is of sufficient merit to justify it 
or for any other reason determined by General 
Council. 


6. Basis of Award 


Awards will be made primarily on the 
subject matter of the treatises submitted, but 
the Committee of Award will also be empow- 
ered to take into consideration originality of 
treatment, lay-out, literary style and general 
utility. 


7. Mechanical Requirements 


All unpublished treatises must be typed on 
foolscap paper double spaced, with left hand 
margin. 


8. Facsimile Reproduction 


The publisher and author of the winning 
treatise will have the right to reproduce a 
facsimile of the medal, accompanied by pre- 
scribed wording referring to the award, in 
publishers’ advertisements and in later editions 
(if the works have already been published) 
of the prize-winning treatise. 


9. Period of Awards 


Awards are made in respect of each three- 
year period. The second award will be for the 
period from 1 October, 1957, to 30 Sep- 
tember, 1960. 
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Current Problems Discussed in 
Overseas Journals 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Accounting Principles 


Jacob Kraayenhof, writing on “Inter- 
national Challenges for Accounting” in 
The Journal of Accountancy, January, 
urges accountants to try to set inter- 
national standards in accounting practice 
so as to encourage expansion of inter- 
national trade and investment. He does 
not, however, advocate rigid uniformity 
and recognises the existence of obstacles 
in the way of achievement. 


Accounting Procedures 


In an article entitled “A System of 
Bulk Payments”, published in the Janu- 
ary issue of The Accountants Journal 
(N.Z.), H. O. McGuire describes a system 
of dealing with accounts payable in bulk 
rather than by sending an _ individual 
cheque to each creditor. 


Every manufacturer who sells mechani- 
cal devices that can be packed in cartons 
will sooner or later get some of them 
back for repair. W. R. Willmert, “Re- 
paired or Rebuilt—It has to be Accounted 
For”, N.A.A. Bulletin, January, looks at 
three systems of accounting for repairs— 
the standard cost system, the current 
write-off system, and the job-cost system, 
and then suggests a “modified standard 
costing system”’. 


Accounting Theory 


That every accountant suffers loss of 
prestige because of investors’ dissatisfac- 
tion with financial reports certified by 
qualified members of the profession as 
being “in accordance with accepted ac- 
counting principles” but permitting great 
differences to arise according to which 
accepted accounting principles are used, 
is suggested by Louis H. Penney in an 
article entitled “Why Research in the 
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January issue of The Accounting Re- 
view. He describes the efforts currently 
being made by the American Institute of 
Certified Public Accountants in relation 
to stock valuation, correct accounting for 
depreciation of fixed assets and changes 
in value of the monetary unit, and points 
out that the profession’s failure to set 
satisfactory standards invites intervention 
by government regulatory authorities. 


Widely differing business practices 
make the decisions as to the exact point 
in time at which profit shall be brought 
to account a difficult one, as well as a 
point of disagreement between the taxa- 
tion department and taxpayer particularly 
where payments over a period of time are 
involved. John H. Myers offers a concept 
of “a critical event” as a basis for con- 
sistent judgments as to the exact time at 
which profit arises in widely varying busi- 
ness situations. The article, “The Critical 
Event and Recognition of Net Profit’, 
appears in The Accounting Review, 
October. 


Accounting Reports 


The N.A.A. Bulletin, February, pub- 
lishes Accounting Practice Report, No. 9, 
entitled “Reports which Managements 
Find Most Useful”. This report is 4 
summary of current practice based on 
descriptions provided by N.A.A. mem- 
bers. 


Analysis and Interpretation 


Charles H. Griffin in a discussion of 
the question “The Accountant's Inter- 
pretive Job: How Far Should it Go?” m 
The Controller, February, asserts that the 
accountant’s internal reporting to mal- 
agement could be enhanced by greater 
use of statistical analysis and projection. 
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Auditing 

Kenneth S. Most, “French Law on 
Auditing”, The Accountant, 30 January, 
provides a review of the rights, duties and 
abilities of auditors performing their 
functions under the French code. 


“Confirmation with Third Parties” is 
the title of an article by John Smurth- 
waite in The Accountant, 20 February, 
in which the author deals with the appli- 
cation of this technique to various types 
of assets. While submitting that con- 
frmation is one of the most valuable 
audit techniques available, he warns that 
the interpretation of the results needs 
skill and experience and that it should 
not be used indiscriminately. 


The extent to which the work of other 
auditors can be accepted in giving 
opinions on financial statements is the 
subject of an article, “Reliance Upon 
Other Auditors” by W. D. Sprague in 
The Journal of Accountancy, February. 


Budgeting and Cost Control 


“How an Electronics Manufacturer 
Sharpened Cost Responsibilities” is dis- 
cused by Thomas S. Dudick in The 
Controller for February. The company 
organisation was changed from a system 
based on an autonomous division for a 
group of products to one based on sepa- 
rate manufacturing, sales and engineering 
functions. The profit and loss statement 
was altered to reflect the new organisa- 
tion and an extensive budget programme 
was instituted, with special emphasis on 
the separation of fixed and variable costs 
at various levels of activity. The pro- 
cedures outlined are claimed to be ap- 
plicable to a wide range of manufacturing 
and selling organisations. 


Product Mix 

J. A. Scott, “Crossword Puzzle Ac- 
counting”, The Cost Accountant, March, 
outlines a simplified approach to the 
problem of determining the product mix 
combination which will achieve the 
maximum use of capacity available. 


Costing 
_ Direct costing has grown in popularity 
Mrecent years, but in the N.A.A. Bulle- 
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tin, February, T. P. Morris, “Design for 
Conversion to Full Costs by a Publishing 
Company”, describes how the expansion 
of a publishing company necessitated 
better control over operational costs as 
well as more complete information for 
pricing of individual jobs, and how a 
change to a full costing system was made 
to achieve these results. 


Distribution Cost 

In the N.A.A. Bulletin, February, H. 
W. Fox discusses the analysis of the cost 
of advertising in “Advertising Efficacy — 
An Analytical Study”, while S. B. Achter 
presents “A Practical Way of Allocating 
and Controlling Warehousing Costs”. 
The latter suggests dividing warehousing 
costs into space costs and handling costs, 
charging the former on a cubic-feet- 
occupied basis, and the latter on a 
material-moving-out basis. In Cost and 
Management, February, K. M. Carter 
discusses “Cost Accounting for the Ware- 
housing and Transfer Industry”. 


Electronic Data Processing 


“Early Experiences with an Electronic 
Data Processing System” is the title of 
an article in the February issue of The 
Accountants’ Journal (U.K.), in which 
T. C. Hickman describes the pre- 
liminary studies, the preparation for the 
delivery of the chosen computer, and the 
handling of the problems of all types, 
technical and human, which arose after 
the installation. The article also pro- 
vides substantial detailed description of 
the installation of a computer. 


The Cost Accountant, January, pub- 
lishes three reports on the discussions 
which took place at a seminar on 
“Management Accounting with a Com- 
puter”. Taken together, the reports pre- 
sent a summary of the current thought on 
the use of electronic computers in 
industry from the management account- 
ant’s point of view. 


In Cost and Management, January, 
W. G. Britt, “The Accountant and the 
Electronic Scientific Computers”, provides 
a survey of the types of equipment avail- 
able, the uses to which they can be put 
and the comparative advantages of large 
versus small computers. 
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Financing 

In “Recent Trends and Tools in Finan- 
cial Management”, H. M. Stiller, in the 
N.A.A. Bulletin, February, considers 
such tools as flexible budgeting, direct 
costing, return on investment and opera- 
tions research. 


Forecasting 

Writing on “Sales Forecasting and 
Production Control” in The Accountant, 
27 February, A. Battersby describes two 
methods of forecasting — synthetic and 
analytical; he illustrates the latter and its 
advantages by a description of a practical 
example and points out that the best 
results are obtained by a combination of 
both methods. 


Internal Auditing 


H. C. Booth, writing in The Account- 
ant, 2 January, on “Widening the Internal 
Audit Horizon”, advocates a widening of 
the scope of the work of internal auditors 
from the traditional field of financial and 
accounting controls to cover operational 
control. He recognises, however, that 
there are problems and obstacles to be 
faced before this objective can be 
achieved. 


Inventory Control 


Some of the problems associated with 
the holding of inventories are discussed 
by B. C. Cranwell, “Stores Control and 
Administration”, The Accountant, 23 
January. Location of stores and their 
design, layout and capacity, stock limits, 
stock coding, machine accounting and 
simplification of stock records are among 
the points raised for consideration. 


D. W. Small, “Efficient Inventory Con- 
trol through Monthly Reporting”, N.A.A. 
Bulletin, February, presents and describes 
two reports which aim at identifying the 
risks involved in holding inventories, 
indicating the effectiveness of control, 
and providing a basis for sound manage- 
ment policy with respect to inventories. 


Management Accounting 


The view that management accounting 
is a distinct function of an accounts 
department and that management account- 
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ing is a separate accounting skill is py 
forward by W. H. Leather, “Manage. 
ment Accounting—A Problem of Cop. 
munications”, The Accountant, 9 Jany. 
ary. In addition to the techniques of his 
work and a knowledge of the problems 
and attitudes of the managers whom he 
serves, the management accountant needs 
the quality of being able to exercise busi- 
ness judgment. 
Pricing Policy 

In view of current mention of possible 
“anti-monopoly” legislation in Australia 
it is interesting to notice the attitude of 
the English courts to various price fixing 
schemes introduced by trade associations. 
Examples of price fixing agreements that 
are not likely to survive are described in 
The Accountants Journal (U.K.) for Janv- 
ary under the heading “Decisions on Re- 
strictive Trade Practices”. 


Return on Investment 

W. Bernard Thulin compares the dis- 
counted cash flow method and the com- 
posite earnings-yield method as measures 
of profit on investment in “The Manager 


Looks at Profitability Measurements” in 
The Controller, February. Protecting the 
integrity of the investor’s investment and 
an accurate statement of the project's 
profits are considered by the author to be 
the dual responsibilities of the manager 
towards the investor. The discounted 
cash flow method is not considered a 
satisfactory measure in attaining these 
objectives, mainly because it assumes that 
depreciation accruals are used to repay 
the principal. As an alternative the 
author advocates the composite earnings- 
yield method which estimates the eaft- 
ings on the funds made available through 
depreciation accruals and adds these to 
the profits on the project. 


G. C. Stone, “Return on Investment 
as a Measurement of Efficiency”, The 
Cost Accountant, February, claims that 
the ultimate test of efficiency is retum 
on investment, and describes how 
new policy constitutes an area of change 
in which the change in profit relative t 
the change in investment might be mor 
significant than relating total profit 1 
total investment. 
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. RECONDITIONED REMINGTON 
OR ‘BURROUGHS ACCOUNTING MACHINES 
ARE A SOUND ECONOMICAL INVESTMENT 


1. Satisfactory Performance SALES | SERVICE 
2. Five-year Guarantee 
3. Cost=i of the New Price 








Maintenance of Remington Machines: 
Semi-Electric £15-15-0 All-Electric £20-0-0 


BOOKKEEPING MACHINES PTY. LTD. 


214 Queensberry Street, Melbourne, Vic. Phone: FJ 3711 





VEHICLES 
Buy new vehicles, up-date your existing business fleet, with 


ASL Finance. Available under Hire Purchase, or Lease Plan. 
REAL ESTATE 

First and second mortgages available on vacant land, homes 

or all types of buildings to help you buy or extend. 
MACHINERY 


Hire Purchase or Lease Plan available on all kinds of office 
and industrial equipment, fixed or portable. 


Ask for a Representative to call and ee to you the 


has the right advantages of using ASL FINANCE to help your business 


grow. 


Finance Plan ASSOCIATED SECURITIES LIMITED 


In which the Royal Bank of Scotland and The British 
Wagon pecans Limited have 40% ownership. 


BRANCHES O'Connell St., Sydney. BL 5281 
for ' Li St. Kogarah. “LW 2202 
, Brisbane. 2-1991 


148B ms St St., Hobart. 2-5335 


every need! SUBSIDIARIES: Associated Securities (S.A.) Limited 
~ 68 Grenfell St., Adelaide. 8-7183 
Tasmanian Finance & Agency Co. Ltd. 
148B Collins St., Hobart. 2-5335 
and at Launceston, Burnie, Devonport. 
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Manufacturing Expense 

L. G. Spencer, “Integrating Control 
and Allocation of Service Section Ex- 
pense”, N.A.A. Bulletin, January, reports 
on a new approach to the allocation of 
service department expenses to production 
departments. 


Operations Research 

F. Edelman, N.A.A. Bulletin, Feb- 
tary, discusses “Accounting and Opera- 
tions Research — Example of a Problem 
in Marketing Channels”. 


Public Accounting 

In “Staff Selection and Staff Relation- 
ships for Public Accountants and Others”, 
an article in The Accountants’ Journal 
(N.Z.), January, W. S. Gilkison advocates 
afar-sighted policy of selection and train- 
ing for staffs of professional offices. 


Registration 

Some views on licensing or registration 
of professional practitioners are advanced 
by Walter Gellhorn in The Journal of 
Accountancy, January. Writing on “Occu- 
pational Licensing — A Nationwide 
Dilemma”, he argues that professional 
licensing should, in general, be directed 
towards preventing the use of specified 
tiles by unqualified people, rather than 


towards attempts to define and restrict 
activities in a professional area. He cites 
a number of occupations whose prac- 
titioners have sought licensing as a means 
of attaining prestige or limiting competi- 
tion, while claiming to be concerned with 
protecting the public and concludes by 
questioning whether accountancy can be 
defined in “exclusionary” terms. 


Research Costs 


H. J. Kraig, “The Milepost Approach 
To Control of Research and Development 
Projects”, N.A.A. Bulletin, January, de- 
scribes and illustrates a method which can 
convert a mass of detail into small con- 
trollable pieces and provide operating 
control of research and development cost 
as a by-product of cost accounting. 


Statistical Techniques 

R. Taussig, “Scientific Sampling 
Applied to Audit Testing of Inventories”, 
N.A.A. Bulletin, January, provides a case 
study of an experimental application of 
probability sampling to the verification of 
inventories. The report discloses the 
advantages of the operations research 
perspective to the testing of inventories, 
and the potentials of this approach, not 
only in auditing, but also in day-by-day 
control procedures. 





POCKET COMPENDIUM OF AUSTRALIAN STATISTICS 


The 1960 issue of the Commonwealth 
Statistician’s booklet-—Pocket Compendium of 
Australian Statistics—has just been released. 
_ Measuring less than 44” by 34” and weigh- 
ig a mere two ounces, its compact form 
and wide range of topics will doubtless ap- 
peal to all who require general information 
o Australia and its people. In particular, 
usinessmen travelling overseas will find these 
little booklets valuable media for dissemina- 
ling information among their colleagues 


The wide range of subject matter is illu- 
strated by the following selection:—Balance of 
Payments, Banking, Building, Crops, Dwellings, 
Education, Employment, Food Consumption, 

Purchase, Hospitals, Insurance, Live- 
stock, Minerals, National Income, Overseas 
Trade, Population, Price Indexes, Production, 
_ Finance, Retail Sales, Transport, Wage 
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The Compendium is of further usefulness 
as a source of reference as it lists the mem- 
bers of the Commonwealth and State Min- 
istries, Commonwealth Parliament, the Com- 
monwealth Judiciary, also Australian Diplo- 
matic and Consular Representatives overseas, 
Diplomatic Representatives of other coun- 
tries in Australia, and principal Common- 
wealth Officials. A chronological table of 
principal events since Captain Cook’s first 
voyage to Australia in 1770 rounds off a 
veritable mine of information packed into 
some 240 pages. 

Copies are available at 2/- (postage 5d.) 
from the Deputy Commonwealth Statistician, 
3rd Floor, 8 Elizabeth Street, Melbourne (P.O. 
Box 2796Y), the Government Printer, Can- 
berra, or the Commonwealth Sub-Treasury 
in each capital city. They may also be ordered 
through the leading booksellers in the prin- 
cipal cities of Australia. 
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A COMMENT 


Building a System of Escalation 
into the Accounts 


In a letter to the editor a member of the Society writing under 
the pen-name, “N.E. More Ideas”, makes the following interesting 
observations on the article entitled “Should We Build a System 
of Escalation into the Accounts?” by W. R. Whitehead, which 
appeared in the March 1960 issue of “The Australian Accountant’. 


FTER Mr. W. R. Whitehead’s 

article concerning the building of 
a system of escalation into accounts ap- 
peared in the March issue of The Aus- 
tralian Accountant I expected your office 
to be flooded with solutions to the prob- 
lem and I am amazed that there has 
been no further mention of this very 
important subject in our journal. Am I 
wrong therefore, in assuming that the 
basic wage figure can be used to solve 
the problem? Or if not to solve the prob- 
lem, at least to enable us to get closer 
to that objective. 


The basic wage is fixed by our 
courts, by men who are well qualified 
for the task and whose impartiality is 
beyond doubt. They are above political 
bias. This wage represents as closely as 
possible, the present worth, in terms of 
the pound at today’s value, of one week’s 
work for an unskilled man. Why shouldn’t 
we use it to reduce our financial figures 
to show their value in terms of one 
week’s work for the unskilled man? 


If a man can raise a family on a 
weekly wage of £3 when the basic wage 
is that amount and if it costs £13 for 
a similar man to raise a similar family 
when rises in the cost of living have 
caused the basic wage to be increased to 
£13, is it unreasonable to say that it costs 
one week’s basic wage to raise a family? 
Why can’t we use this principle in our 
accounts by adding an additional column 
to our balance sheets and other finan- 
cial accounts to show the figures as a 


360 


number of units each valued at the 
current basic wage, or in case of some 
assets, at their basic wage value when 
purchased? I feel that this would give 
a much better idea of the financial 
position of the concern. 


The following table illustrates the 


method :— 
Basic 

Gross’ Basic Wage 

Profit Wage Units 
£12,000 £2 

12,000 £3 

12,000 . 

12,000 

12,000 


Ist year ... 
2nd year 
3rd year 
4th year 
Sth year 


In this rather drastic example it will 
be seen that while the profit of the con- 
cern has remained the same in terms of 
the £1, the firm could employ 6,000 
workers for one week for its profits in 
the first year, but only 2,000 similar 
workers with its similar profits in the 
fifth year. It is clear that far from re- 
maining static the profits are diminish- 
ing in real value. 


Incidentally this same principle, I con- 
sider, could be used effectively in the 
control of inflation—if we are genuine 
in our desire to control the evil of i- 
flation. 


Under our present system it is possible 
to borrow £100 (in real value) today and 
because of the inflationary trend, pay 
back an amount of principal which has 
a nominal value of £100, but which 
has a real value of something less than 
that figure (I believe the real value 1s 
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approximately £96 if we repay our loan 
after twelve months). Is it any wonder 
that people think twice before subscrib- 
ing to Commonwealth Loans? 


May I suggest the following:— 


|. When a person invests money in a 
Commonwealth Loan, he purchases 
“units” each equivalent to one week’s 
basic wage, e.g. instead of invest- 
ing £1,000 when the basic wage is 
£10 per week, he purchases 100 
units. 

. The interest is paid on the current 
value of his units. 

_ When the principal is repaid it is 
based on the basic wage at the time 
of repayment so that the investor has 
not lost because of inflation nor 
would the Government lose by defla- 
tion. 

. A lower rate of interest could be 
charged on these loans to offset the 
return of “extra” principal. Thus a 
rate of 1% could replace a rate of 
5% under the present system. This 


assumes that the pound depreciates 
by 4% per annum but the calculation 
of a more accurate figure by our 
economists should not be impossible. 
Now, if private loans including hire 
purchase agreements could be based 
on the same principle we would find 
that, if a customer bought an article 
on hire purchase he would be bound 
to repay sO many units not so many 
pounds. His repayments would in- 
crease in sympathy with the basic 
wage. 


Thus we would have the Government 
and the majority of the people each in 
a position to lose by any increase in the 
basic wage and therefore anxious to keep 
basic wage rises to a minimum. 


To the question “Which basic wage 
should we use?” may I reply “Is that 
material”? What is material however is 
that while we can borrow £100 principal 
and pay back £96 principal twelve 
months later do we really want to curb 
inflation? 
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NEW BOOKS 


Recent additions to the Society’s Central 
library, Melbourne. Requests for books 
should be made through Divisional libraries. 


Readings in the economics of taxation. Richard 
A. Musgrave and Cecil S. Shoup. London, 
Allen and Unwin, 1959. 581 pp. 

Records retention: a practical guide. W. E. 
Mitchell. New York, Ellsworth Publishing 
Co., 1959. 48 pp. 

Sudies in company finance. Brian Tew and 
R. F, Henderson eds. Cambridge University 
Press, 1959. 301 pp. 

Work Measurement in the office. Elmer V. 
Grillo and Charles J. Berg. New York, 
McGraw-Hill, 1959. 186 pp. 

Accounting for inflation. Lionel A. Wilk. 
London, Sweet and Maxwell, 1960. 184 pp. 
Companies Act, 1958, Victoria. W. E. Pater- 
son and H. Ednie. Sydney, Butterworth, 
1960. 726 pp. 

Costing procedures, 3rd ed. R. K. Yorston. 
Sydney, Law Book Co., 1960. 479 pp. 
Diferential costs and management decisions. 
Age C. Halford. London, Pitman, 1959. 

pp. 

Economic arithmetic. Robin Marris. London, 
Macmillan, 1958. 349 pp. 
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Fitzgerald’s Accounting, rev. 3rd ed. A. A. 
Fitzgerald, ed. Sydney, Butterworth, 1960. 
577 pp. 

Giblin: the scholar and the man. Sir Douglas 
Copland, ed. Melbourne, F. W. Cheshire, 
1960. 228 pp. 

Hire purchase law in New Zealand. M. E. 
Casey. Wellington, Sweet and Maxwell, 
1960. 73 pp. 

If the gown fits. A. P. Rowe. Melbourne, 
Melbourne University Press, 1960. 227 pp. 

Investment opportunities in Victoria, Australia. 
Stanford Research Institute. Melbourne, 
Victoria Promotion Committee, 1959. 145 


pp. 
Looking at the Australian constitution. H. C. 


Blenkiron. Melbourne, F. W. Cheshire, 
1960. 25 pp. 

Management survey. Sir Freaeric Hooper. 
Penguin Books, 1960 (first published, 1948). 
218 pp. 

Organization and methods: a service to manage- 
ment. G. E. Milward, ed. London, Mac- 
millan, 1960. 405 pp. 

Punched cards. J. Sandford-Smith. London, 
McDonald and Evans, 1960. 176 pp. 
Spicer and Pegler’s Book-keeping and accounts, 
15th ed. W. W. Bigg and others. London, 

H.F.L., 1959. 615 pp. 
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NEWS AND NOTES 


Australian Society of 
Accountants 


VICTORIA 


Election of Office-Bearers 


The following office-bearers were elected 
for the ensuing year at the April meeting of 
Divisional Council:— State president: Mr. 
C. K. Davies; State vice-president: Mr. 
E. J. L. Tucker; State hon. treasurer: Mr. 
V. L. Solomon. 


Monthly Luncheon 


One hundred and forty members heard Mr. 
F. G. May, F.A.S.A., president of the Mel- 
bourne Chamber of Commerce, speak at the 
June luncheon. The function was held at the 
Victoria Ltd., under the chairmanship of 
Mr. C. K. Davies, State president. 

Mr. May told of the organisation of the 
Chamber of Commerce movement which 
strongly advocates free enterprise. He out- 
lined the regimes of communism and socialism 
and their objects ana compared these regimes 
with the freedom of enterprise enjoyed in 
Australia. He went on to discuss the roles of 
government, purchasing power, democratic 
freedom and productivity in this system. 

The speaker concluded by stating that Aus- 
tralia’s main objects should be to combat 
inflation and to endeavour to increase exports. 


To achieve these aims necessitates higher pro- 
duction and price stability which in tym 
depends on better employer-employee relation. 
ships, minimum government expenditure, taxa. 
tion alleviation and a national production 
drive. 

The monthly luncheons are proving very 
popular with members as is indicated by the 
attendance of 200 at an earlier luncheon at 
which the speaker was Professor Zelman 
Cowen, Dean of the Faculty of Law, Uni. 
versity of Melbourne. Professor Cowen spoke 
from first-hand knowledge of the political 
situation in Africa under the title, “Explosion 
in Africa”. This was a most interesting subject 
and members attending gainea a greater aware. 
ness of the awakening of African nationalism 


Current Accounting Forum 


Mr. G. Findlay, A.A.S.A., a director of 
Leroy Manufacturing Co. Ltd., spoke to mem- 
bers, under the chairmanship of Mr. E. J. L. 
Tucker, State vice-president, at the June 
meeting of this group held at the general 
meeting room, Chamber of Manufactures on 
8 June. 

Mr. Findlay’s topic was “The Form and 
Content of Published Reports”. He is of 
course, well qualified to speak on this subject 
since he is the main architect of the annual 
report of his company, well-known for its 
success in winning the prize awarded annually 
by the Australian Institute of Management for 
the best presented annual reports. 

Points made by Mr. Findlay included the 
following:— Make the cover attractive with 
an illustration related to the industry. Include 





QUEEN’S BIRTHDAY HONOURS 


Our congratulations are extended to the following members of the 
Australian Society of Accountants whose names appeared in the list of 


Birthday Honours conferred by Her Majesty, The Queen. 


Kt. (Knight Bachelor) 
Mr. F. C. DREW, F.A.S.A., of Helmsdale, South Australia, under-treasurer and chairman 
of the State Grants Committee, South Australia. 


C.M.G. (Companion of St. Michael and St. George) 
Mr. R. H. FRANCIS, A.A.S.A., of Brisbane, Queensland, general secretary, Dairymen’s 
Organisation, Queensland. 
O.B.E. (Order of the British Empire, Officer) 
Mr. H. J. R. COLE, A.A.S.A., Town Clerk of Hobart. 


Mr. A. N. CURPHEY, A.A.S.A., A.C.A.A., of Balwyn, Victoria, general manager of the 
Victorian Chamber of Manufactures. 


Mr. H. E. RENFREE, LL.B., A.A.S.A., of Canberra, Commonwealth Crown Solicitor. 


Mr. L. A. SCHUMER, F.A.S.A., F.C.A.A., of East Malvern, Victoria, chairman and 
general manager, Yellow Express Carriers Ltd. 


OO 
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the full context of the director’s report. 
(The chairman’s speech to _ shareholders 
comes later, and can deal with this report 
and also the trends of the first few months 
of the new financial year.) Disclose the com- 
pany’s turnover, unless extraordinary circum- 
stances prevail: competitors usually have more 
than a good idea of the turnover in any case. 
Include a highlights page covering the more 
important facts briefly. Use graphs and charts 
to illustrate the report. Statements of funds are 
useful, but neea some form of explanation to 
make them understood by the uninitiated. 

A lively discussion followed Mr. Findlay’s 
remarks. In thanking the speaker, Mr. Tucker 
stated that he felt that members would gain 
much from the address and he hoped that the 
discussion would contribute towards the plan- 
ning of brighter ana more effective annual 
reports. 

Mr. R. T. Burrell, A.A.S.A., led the Feb- 
tuary current accounting forum. His subject 
“Effective Internal Auditing” was well re- 
ceived by a large audience and the ensuing 
discussion indicated a healthy interest in this 
subject. 


Annual Research Lecture 


The twenty-first annual research lecture in 
the University of Melbourne endowed by the 
Society will be delivered by Dr. T. R. Johnston, 
Reader in Accounting, University of Mel- 
bourne, whose topic will be “The Role of 
Financial Reporting in a Partially Controlled 


Economy”. The lecture will be given in the 
Commerce Theatre, University of Melbourne 
at 8.15 p.m. on Tuesday, 20 September. 


Bowls Evening 

The Brighton Bowling Club has agreed to 
a game of bowls against Society members on 
Tuesday, 13 December. Bowlers should keep 
this evening free and await a notice from the 
Division later in the year. 

Practising Accountants’ Group 

The committee elected by this newly-formed 
group comprises Messrs. J. E. Carrick (chair- 
man), J. Bastian, R. R. Crozier (hon. 
secretary), R. J. Glover, J. Rezak and J. S. 
Walker. It is the aim of the Group to provide 
a range of activities for members in public 





PREPARATION OF LEGAL DOCUMENTS 
BY ACCOUNTANTS 


Readers are requested to please note that 
the statement which appeared in the May 
sue of the Journal (p. 239) under the above 
heading with regard to the provisions of Section 
% (1) of the Legal Profession Practice Act 
1958 of the State of Victoria was supplied by 
the Law Institute of Victoria. The statement is 
of interest to Victorian members only and the 
views expressed are those of the Law Institute 
of Victoria. 
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practice particularly those who have recently 
commenced practice and those in small prac- 
tices. Current activities of the group include 
the following: 

Discussion Groups. One group has been 
formed under the chairmanship of Mr. J. E. 
Carrick with Mr. J. Rezak as deputy chairman 
and Mr. R. R. Crozier as secretary. Monthly 
meetings are held at 6.45 p.m. in the Society’s 
board room. It is hoped that by meeting 
regularly and getting to know each others’ 
problems members will gain considerable 
benefit in their day-to-day work. 

This discussion group cannot accept any 
more members but it seems certain that there 
are sufficient members to form a second group. 
Members interested should advise the State 
Registrar. 

Lectures. From time to time, the com- 
mittee intend to arrange for prominent prac- 
tising accountants to address members on 
topics of interest to the profession. A_ suc- 
cessful start was made with a lecture delivered 
by Mr. G. E. Fitzgerald, B.A., B.Com., 
F.A.S.A., on the subject of “The Profession 
of Public Accounting” in the auditorium of the 
Bankers Institute on 15 June when forty 
members were present. 


The matters discussed by Mr. G. E. 
Fitzgerald ranged from the importance of the 
profession as a whole to the actual relation- 
ship between the public accountant and his 
client; the preparation of balance sheets and 
the importance of supplying supporting data 
to clients. 

Those present did not miss the opportunity 
to ask questions which Mr. Fitzgerald an- 
swered exhaustively. 

Library Services. An opportunity was taken 
during the month, to issue to members in 
public practice a library bulletin setting out 
the services extended to members and books 
and periodicals available on public accounting. 


Personal. 


The Minister for Defence, Mr. Townley, 
announced recently that Mr. V. L. Solomon, 
F.A.S.A., has been appointed business adviser 
to the Army and a member of the Defence 
Business Board. Mr. Solomon is hon. treasurer 
of the Victorian Divisional Council. In making 
the announcement of the appointment Mr. 
Townley said that the Defence Business Board 
and the business advisers had given valuable 
service in helping to promote economy and 
efficiency since their appointment in 1953. 

Messrs. H. E. Ferris & Ryan, public ac- 
countants, have moved to new offices at 
Temple Court (fifth floor), 422 Collins Street, 
Melbourne, C.1. The telephone number 
MU 5005 is unchanged. 

Mr R. S. Reed has been admitted to partner- 
ship in the firm of Messrs. R. H. Shackell & 
Son, public accountants, 312 Flinders Street, 
Melbourne. 
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Messrs. W. A. Coghlan, F.C.A., and G, F. 
Harris, A.A.S.A., of the firm of F. A. and 
W. A. Coghlan & Co. have aamitted Messrs. 
Bruce S. Robertson, A.A.S.A., and Arnold C. 
Harrington, A.A.S.A., to partnership as from 
1 July. The new partners have been associated 
with the firm for the past 7% years. 


NEW SOUTH WALES 


Members’ Luncheon 

At the Division’s luncheon held at the 
Trocadero on 15 June, an audience of 265 
members and friends was present to hear an 
address by Mr. J. G. Phillips, Deputy Governor 
of the Reserve Bank of Australia, on the 
subject “The Reserve Bank — Its Role and 
Responsibilities”. Mr. H. R. Irving (State 
president) presided and the vote of thanks to 
the speaker was moved by Mr. J. W. Goodsell, 
a member of the Divisional Council. The full 
text of Mr. Phillips’ address will be published 
in the August issue. 


Personal 


As from 1 July, the name of the practice, 
John H. Stone & Co., of Mr. A. McLelland, 
A.A.S.A., will be changed to Alexander 
McLelland & Co. The practice is conducted 
at Suite 1-2, fourth floor, National Insurance 
Building, 17 Castlereagh Street, Sydney. Tele- 
phone BW 2827. 

Mr. Kenneth Marland, A.A.S.A., and Mrs. 
Valerie Hope Marland, A.A.S.A., joined Mr. 
Colin E. White’s practice as partners on 1 
April. The partnership will carry on under 
the firm name of Colin E. White & Co. 

Mr. J. F. Yeomans, F.A.S.A., is now con- 
ducting his practice at 47 Princes Highway, 
Arncliffe. Telephone LX 7111. 

Mr. G. L. Carter, A.A.S.A., has been ap- 
pointed general manager, Australian Guaran- 
tee Corporation Ltd. 

Mr. J. R. Croll, A.A.S.A., has been admitted 
into partnership with Mr. W. D. White, 
practising under the name of E. C. A. Wilkin- 
son & Co. The partnership will continue to 
practise under that name at the same aadress. 

Mr. A. G. Lever, A.A.S.A., has been ap- 
pointed chief accountant, Colonial Sugar 
Refining Co. Ltd. 


TASMANIA 
Election of Office-Bearers 


The following office-bearers have been 
elected for the ensuing year—State president: 
Mr. A. H. Braby; State vice-president: Mr. 
L. N. P. Cox; State hon. treasurer: Mr. Russell 
Woolley. 


SOUTH AUSTRALIA 
May Luncheon 


A large attendance of members at the May 
luncheon held at the Railway Refreshment 
Rooms heard an interesting talk by Mr. Les. 


364 


Favell on “Cricket Abroad”. Mr. Favell has 
represented Australia in cricket tours of the 
West Indies, South Africa, India and Pakistan, 
and gave members some entertaining high- 
lights of his overseas tours. 


Annual Golf Match 


The annual golf match with the South 
Australian Branch of the Institute of Chartered 
Accountants in Australia was held at the 
Grange Golf Club on 7 June. The teams 
match was won by the Society for the sixth 
time in succession, eight matches to nil, 
Forty players took part in the Stableford 
competition the results of which were as 
follows:— Best 18, A. Bertram Cox, % 
points; Best Ist Nine, A. F. Lindquist on a 
count back from R. J. Campbell and M. C. 
Summers; Best 2nd Nine, D. P. Hill on a 
count back from R. J. Campbell. 


Presentation of Certificates 


A function arranged by the Society in con- 
junction with The Australasian Institute of 
Cost Accountants for the presentation of 
certificates to members admitted since October, 
1959, was held at the SAD auditorium, 
Advertiser Building, on 31 May. The State 
president, Mr. Duncan, presided, and 
in welcoming the new members informed them 
of their privileges and responsibilities as mem- 
bers of the Society. Following the presentation 
of certificates, films were shown by Mr. Smith 
of the Ampol Film Unit, and later in the 
evening members were given an opportunity 
of meeting at supper. 


State Convention 


Members are advised that the fourth State 
Convention will be held at Mount Gambier 
on 16, 17 and 18 September. In view of the 
distance to be travelled, the only function to 
be held on the opening night will be the 
Convention dinner to be held at Jens Hotel 
commencing at 8 p.m. 


Papers to be presented at the Convention 
will include the following— (a) “The Timber 
Industry”. (A paper on this subject is being 
prepared by a group formed within the Mount 
Gambier Branch of the Sciety) and (b) 
“Rights of an Oppressed Minority of Share- 
holders” by Mr. L. C. Voumard, B.A., LL.B. 
of the University of Melbourne. 


Mr. L. A. Braddock, a member of the State 
Council, has accepted the responsibility ol 
preparing questions for discussion at the 
domestic forum to be held on the Saturday 
evening. 

It has been suggested that a bus capable 
of seating 30 passengers be chartered for the 
week-end. It is estimated that the return fare 
by bus will be £4/13/-, and any member 
interested in travelling by bus is required 
to notify the State Registrar as soon % 
possible. 
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News of Members 

Mr. C. H. Impett, F.A.S.A., former works 
secretary at the Broken Hill Associated 
Smelters Pty. Ltd., Port Pirie, has retired and 
has taken up residence at Netherby. 

Mr. D. J. Lovell, A.A.S.A., has been ap- 
pointed manager of John P. Young & Associ- 
ates (S.A.) Pty. Ltd. Mr. Lovell was formerly 
general manager of Beckers (S.A.) Pty. Ltd. 

Mr. D. M. Nadge, A.A.S.A., has been ap- 
pointed general manager of Beckers (S.A.) 
Pty. Ltd. 

Mr. R. J. Chapman, A.A.S.A., has been 
awarded a Commonwealth Bank scholarship 
to attend the current course at the Australian 
Administrative Staff College at Mt. Eliza, 
Vic. 


WESTERN AUSTRALIA 


Personal 

Mr. J. M. Stapleton has been appointed 
administrative officer of the Architectural 
Division of the Public Works Department. 
He was previously accountant of the Depart- 
ment. 

Mr. W. N. Morrison, F.A.S.A., member of 
the Divisional Council, has recently been 
elected vice-president of the Employers’ Federa- 
tion of W.A. (Inc.). 

Mr. J. E. V. Murdoch, F.A.S.A., is on a 
two-month business visit to Britain, the Con- 
tinent and the United States. 


BUNBURY BRANCH 


Election of Office-Bearers 


At the annual meeting of the Branch, Mr. 
0. F. Bell was re-elected to the Branch Council 
and Mrs. M. E. Wake re-elected auditor. At 
a subsequent meeting of the Council Mr. 
K. W. Fry was re-elected president and Mr. 
T. G. Beckitt vice-president. Mr. E. Denton 
continues as secretary of the Branch. 





Is There An Older Member? 


Mr. E. R. Browne-Cooper of Western Aus- 
tralia could not attend the annual meeting of 
the Western Australian Division of the Society 
held in Perth this year but he dutifully sent 
anote of apology in which he mentioned that 
as he would be celebrating his 93rd birthday 
on the date set down for the meeting he would 
be unable to attena. 

Mr. Browne-Cooper, who is a Fellow of the 
Society, retired from business when he reached 
90 years of age. He attended the annual meet- 
ing of the division last March and was present 
at nearly all the monthly luncheons last year. 
Pethaps Mr. Browne-Cooper is the Society's 
oldest. member. 


—, 
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Australian Accountants’ 
Students’ Society 
VICTORIA 


Election of Office-Bearers 


At a recent meeting of Council, the follow- 
ing office-bearers were elected for 1960/1961: 
President: Mr. R. L. Williams; Vice-president: 
Mr. J. F. Borne; hon. secretary: Mr. E. L. 
Ethell; hon. assistant secretary and hon. 
treasurer: Mr. J. G. Foster. 


Recent Activities 


On 1 June, a demonstration of accounting 
machines was held on the premises of the 
National Cash Register Co. Pty. Ltd. 

On 6 June, the annual meeting of the 
Society was held at the Vacuum Oil Company’s 
theatrette, this was followed by the screening 
of films by courtesy of Vacuum Oil Co. Ltd. 

On 8 June, lunchtime meeting, when the 
subject of “Share Prices and Yields” was 
discussed by Mr. J. McCann, B.Com., 
A.A\S.A. 

On 9 June, a visit was made to the offices 
of the Herald & Weekly Times Ltd. 


Approaching Activities 

The following activities have been arranged: 
On Wednesday, 10 August, lecture on “Trusts 
and Trustees” by Mr. G. R. Thompson, 
A.A.S.A., of Kennedy, Smail & Middlemiss. 
On Monday, 15 August, lecture on “State- 
ments of Funds” by Mr. G. L. Herring, B.Com., 
Dip.Ed., A.A.S.A., of A. E. Speck & As- 
sociates. 


+ 


Australasian Institute of 
Cost Accountants 


SOUTH AUSTRALIA 

May Lecture 

The May lecture on “Operations Research” 
was delivered by Mr. George Sherritt of 
W. D. Scott & Co. Pty. Ltd. who 
came to Adelaide at short notice to take the 
place of Mr. O’Connor who had previously 
undertaken to give this lecture. The State 
Council is indebted to Mr. Sherritt and to 
W. D. Scott & Co. Pty. Ltd. for having made 
this lecture possible. 


WESTERN AUSTRALIA 


Research Group 

At the annual meeting of the Research 
Group, the following committee was appoin- 
ted: Messrs. F. E. Brown, A.C.A.A., (chair- 
man); H. H. Jarman, A.C.A.A.; M. S. Chad- 
wick, A.C.A.A.; D. I. MacGibbon, A.C.A.A.; 
L. S. Cole, A.C.A.A. (Prov.); F. Falconer, 
A.C.A.A.; P. L. Wall, A.C.A.A. 





Following the annual meeting, comments on 
the papers delivered at the recent APAC 
Convention were made by Messrs. W. H. 
Duirs, F.C.A.A.; E. H. Jones, F.C.A.A.; F. 
Falconer, A.C.A.A., and S. D. Bishop, A.C.A.A. 


At the July Meeting of the Research Group, 
Mr. C. T. Pullan, A.A.S.A., F.C.A.A., gave 
an interesting talk on “Trade for India and 
South-East Asia”. Mr. Pullan recently ac- 
companied the Hon. C. W. Court, O.B.E., 
F.A.S.A., M.L.A., Minister for Industrial De- 
velopment, on a visit to these countries. 


At the meeting, Mr. F. Felton, A.A.S.A., 
A.C.A.A., State president, presented newly 
admitted and advanced members with their 
certificates. This ceremony was followed by a 
film by courtesy of BP Australia Ltd., and 


supper. 


VICTORIA 


Election of Office-Bearers 


At the May meeting of Divisional Council 
the following office-bearers were elected for 
the ensuing year: President: Mr. D. M. Cronin, 
F.C.A.A.; vice-president: Mr. F. A. Buttner, 
F.C.A.A.; hon. treasurer: Mr. D. C. Jacobi, 


A.C.A.A.; publicity officer: Mr. E. H. Niemann, 
A.C.A.A. 

Mr. Cronin is a consulting cost accountant, 
Mr. Buttner is treasurer and associate director. 
Australian Motor Industries Ltd.; Mr. Jacobj 
is secretary, Volkswagen (Australia) Pty. Ltd: 
and Mr. Niemann is a partner in the firm of 
Messrs. W. Kirkhope & Co., chartered ag. 
countants. 


General councillors elected at the same 
meeting were: Messrs. A. F. J. Sutherland, 
F.C.A.A., Australian president of the Institute 
and secretary, Bradford Cotton Mills Ltd, 
R. O. Thiele, F.C.A.A., consulting cost ac- 
countant and immediate Victorian past presi- 
dent and H. F. Fox of Messrs. H. F. Fox & 
Co., chartered accountants, a former Victorian 
president. 


Electronic Data Processing 


Under the chairmanship of the State presi- 
dent, Mr. D. M. Cronin, a series of lectures 
on electronic data processing has been re- 
cently delivered by speakers with a wide 
practical experience gained both in Australia 
and overseas. The three lectures were held at 
the Bankers’ Institute and they were followed 
by discussions, the keen participation in which 





THE AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 
VICTORIAN DIVISION 


THIRD ANNUAL CONVENTION 


“The Challenge of Change in Management 
Accounting” will be the theme of the third 
annual convention of the Victorian Division of 
The Australasian Institute of Cost Accountants 
to be held on the week-end of 26 to-28 
August, at the Australian Administrative Staff 
College, Mount Eliza. The fees for attendance 
at the convention are for members of the Cost 
Institute and the Institute’s Students’ Society, 
£15/15/-; for non-members, £18/18/-. The 
programme is as follows: 


FRIDAY 


6.00 p.m. Dinner and Official Opening by the 
Hon. A. A. Calwell, Leader of the Opposi- 
tion. 


“Gearing Accounting to Manage- 
ment’s Needs”. Address by Mr. E. L. 
Morris, secretary-treasurer, Ford Motor 
Company of Australia Pty. Ltd. 


8.15 p.m. 


SATURDAY 
8.45 a.m. “New Concepts for Information for 


Management Decisions — Productivity and 
Inventory”. Lecturer: Mr. H. P. Weber, 
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general manager, Felt & Textiles of Aust 


Ltd. 


10.55 a.m. “New Concepts for Information for 
Management Decisions — Marketing” 
Lecturer: Mr. D. C. Cooper, managing direc- 
tor, K.M. Steel Products Pty. Ltd. 


2.00 p.m. “Capital Investment Proposals”. Two 
Lectures, one by Mr. N. R. Wills, manager, 
Commercial Research Department, Broken 
Hill Proprietary Co. Ltd., and one by his 
assistant, Mr. G. T. Bills. 


8.00 p.m. “Space Research”. Lecturer: Mr 
K. Mather, Lecturer in Physics, University 
of Melbourne. 


SUNDAY 


8.45 am. “Direct Costing for Better Profit 
Measurement and Management Reporting” 
Lecturer: Mr. D. C. Jacobi, secretary, 
Volkswagen (Australasia) Pty. Ltd. 


10.55 a.m. “The Practical Approach to Direct 
Costing”. Lecturer: Mr. F. A. Buttner, 
treasurer and associate director, Australian 
Motor Industries Ltd. 


1.30 p.m. Close. 
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indicated the wide interest of members in the 
subject. 


The speaker for the first lecture on 31 May, 
was Mr. W. A. Dick, partner, Administrative 
Services Division, Messrs. Fuller King & Co., 
which firm is associated with Messrs. Arthur 
Andersen & Co. of Chicago. Mr. Dick’s sub- 
ject was “Planning Feasibility for E.D.P.”, and 
he dealt with the three pre-requisites for any 
installation, i.e., survey and evaluation; systems 
planning: programming and installation. Mr. 
D. C. Jacobi, hon. treasurer and acting vice- 
president of the Division, moved the vote of 
thanks. 


The speaker for the second lecture on 2 
June, was Mr. C. K. Dickens, manager, data 
processing, Felt & Textiles of Australia Ltd., 
who spoke on “The Application of E.D.P. 
to Small and Medium Sized Businesses”. He 
dealt with the types of machines which were 
available in Australia at the moment and those 
which soon would be and gave some estimates 
of their cost. He described the systems at 
present in use in the Felt & Textiles’ organisa- 
tion and the company’s plans in this field for 
the future. The vote of thanks was moved 
By Mr. R. A. Rowe, a Divisional councillor. 


The final lecture on 7 June was delivered 
by Dr. J. A. Ovenstone, director of E.D.P. 
Department of Defence, Melbourne, who spoke 
on “The Application of E.D.P. to Large Scale 
Enterprises”. Besides dealing with general 
principles, the speaker gave a most interesting 
account of the progress made with the evalu- 
ation and feasibility study undertaken by the 
Defence Department in planning an electronic 
system for the operations of the three Armed 
Services. Mr. W. H. Weekes proposed the 
vote of thanks to the speaker. 


The response to this series of lectures was 
most gratifying. Subscriptions for tickets to 
the lectures totalled 135 (55 members and 
80 non-members). As a further step in pro- 


moting activities of current and vital interest 
to members of the Institute, the series was an 
undoubted success. 


Approaching Activities 


The following programme of activities has 
been arranged for Institute members for the 
months of July to December. 


Visit to the British Australian Carpet Manu- 
facturing Co. Pty. Ltd., Tottenham — Tuesday, 
26 July, at 2 p.m. 


Annual convention on the week-end of 
Friday, 26 to Sunday, 28 August, 1960, at the 
Australian Administrative Staff College, Mt 
Eliza. The theme will be “The Challenge of 
Change in Management Accounting”. 


Demonstration of punched card accounting 
during September at the head office of the 
Melbourne and Metropolitan Tramways Board 
which operates one of largest installations in 
Melbourne. 


Lecture on the subject of “Time Recording 
Work Study and Costing Aspects” to be held 
on Wednesday, 26 October, at 6.30 p.m. This 
will be a joint function with the Institute of 
Management’s works study section. 


Lecture on the subject of “Functions of the 
Controller in the U.S.A.” to be held during 
October, 1960, by Mr. E. H. Niemann who 
has recently returned from a trip to the 
United States, where he studied this function 


President’s lecture — “The Accountant and 
Profit Making”, November, to be delivered by 
the Australian President of the Institute, Mr. 
A. F. J. Sutherland. 


Christmas luncheon in the Banquet Hall at 
the Victoria Ltd., at 12.30 p.m. on Friday, 9 
December. 





AUSTRALIAN SOCIETY OF ACCOUNTANTS (New South Wales Division) 


Applications are invited for the position of 


ASSISTANT 


Qualifications: Applicants should have 
general accounting experience. They should be 
able to demonstrate an organising ability. 
preferably with experience in secretarial 
duties. Preference will be given to members 
of the Society or to those now completing the 
‘aminations of the Society. 

Duties: Assist with the administrative duties 
M connection with the examinations and 
membership, act as secretary to some of the 
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STATE 


REGISTRAR 


Standing Committees which carry out educa- 
tional and technical activities. 


Salary: It is envisaged that the salary will 
be commensurate with qualifications and ex- 
perience and will approximate £1,600 per 
annum, plus superannuation benefits. 


Applications: Written applications shoula be 
addressed to the STATE PRESIDENT of the 
Society, 5 Bligh Street, Sydney. 





PROFESSIONAL NOTICES 


CADET ACCOUNTANT—Applications are 
invited from energetic young men aged between 
23-27 years, who are qualified or nearly 
qualified accountants. The successful applicant 
must be prepared to undergo training within 
our organisation, and have the ability to 
accept responsibility and control staff. The 
commencing salary will be commensurate 
with the qualifications and accounting ex- 
perience and will include eligibility for staff 
bonus and superannuation. Apply in writing 
to Humes Limited, Hume House, 185 William 
Street, Melbourne. 


ACCOUNTANCY CAREER—chartered ac- 
countants require the services of two audit 
clerks with no less than two years’ experience. 
Good opportunity to obtain experience in the 
profession with excellent prospects for a 
suitable applicant, including non-contributory 
superannuation and annual bonus. Applica- 
tions in writing, stating age, educational 
standard and experience to Messrs. A. L. 
Royce & Warne-Smith, Chartered Accountants, 
44 Queen Street, Melbourne. 


ASSOCIATE with small public accountant’s 
practice has several afternoons available to 
assist practitioner. Has car. Replies to No. 
661, c/- Australian Society of Accountants, 
5 Bligh Street, Sydney. 


POSITION REQUIRED—Dane, 30 years 
of age, desires a position with progressive 
Sydney firm. Thorough theoretical and prac- 
tical accounting and commercial training in 
Denmark and England. Good references. 18 
months’ employment in Australia. A.S.A. 
student. Reply No. 664, c/- Australian Society 
of Accountants, 5 Bligh Street, Sydney. 





CONTROLLER 


A vacancy exists for the position of Con- 
troller at head office, Sydney, of Mauri 
Brothers & Thomson Limited, which operates 
throughout Australia and New Zealand. 

The successful applicant will need to be 
a qualified accountant, preferably with a good 
knowledge of costing and essentially with a 
wide commercial experience in the financial 
control of a large company having a number 
of subsidiaries. 

Salary £3,000 per annum. 

Application in writing and marked “Con- 
fidential” should be addressed to 

The Managing Director, 
Mauri Brothers & Thomson Limited, 
Box 184, G.P.O., Sydney. 


i Rate per line §/.. 
minimum per insertion 15/. 


MELBOURNE ASSOCIATE, ex-tax asses. 
sor, urgently requires experience, spare time. 
with fellow practitioner, preparing tax returns 
and allied work. "Phone 27-3711. 


ACCOUNTANT. A company operating jn 
all states of Australia invites applications from 
qualified or near qualified accountants for the 
position of PERTH BRANCH ACCOUNT. 
ANT. Applicants should be in the 23-28 
age group preferably with a school Leaving 
Certificate and with experience in a profes. 
sional or commercial office. The position 
offers an outstanding opportunity to a young 
and energetic man with initiative and ability 
who wishes to reach executive status in a 
progressive and expanding organisation. A 
liberal salary will be paid. Applications in 
writing stating full particulars of personal 
history, qualifications, business experience and 
marital status should be addressea to:—The 
Manager, Perkins Steel & Engineering Pty 
Ltd., 265 Great Eastern Highway, Rivervale, 
W.A. 


ASSOCIATE of the Society in Melbourne, 
aged 32 years, fifteen years experience in 
public accountancy, Bachelor of Commerce, 
has time available to assist practitioner. Reply 
No. 657, c/- Australian Society of Accoun- 
tants, 37 Queen Street, Melbourne. 


WANTED TO PURCHASE—Associate 
wishes to purchase small or medium sized 
practice or part practice in metropolitan area. 
Reply No. 665, c/- Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


WANTED TO PURCHASE—small ac- 
countancy practice, on terms. Brisbane or 
within about 50 miles radius. Particulars to 
P.O. Box 31, Stone’s Corner, Brisbane. 


ACCOUNTANCY PRACTICE required by 
established firm of accountants. Melbourne, 
city or suburban. Gross fees approximately 
£6,000-£8,000 per annum. Reply with brief 
details to No. 667, c/- Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


ACCOUNTANT—secretarial and costing— 
with taxation experience, has spare time avail- 
able to assist other accountants. Apply No. 
648, c/- Australian Society of Accountants, 37 
Queen Street, Melbourne. 


BRISBANE PRACTICE WANTED by & 
countant with several years’ experience in own 
practice. Please reply briefly to advertiser, 
No. 668, c/- Australian Society of Accountants, 
Box 457F, G.P.O., Brisbane. 
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PUBLIC ACCOUNTANT with wide taxa- 
tion and secretarial experience has time 
wailable to assist practitioners evenings and 
weekends. Reply No. 663, c/- Australian 
Society of Accountants, 5 Bligh Street, Sydney. 





THE UNIVERSITY OF SYDNEY 


Applications are invited for the following 
positions in the Faculty of Economics:— 


(1) Senior Lectureship in Commercial and 
Industrial Law 


(2) Lectureship in Accounting 


The salary for a senior lecturer is within 
the range £2,550-95-£3,000 per annum; for a 
lecturer within the range £1,730-105-£2,435 
pr annum. In each case cost of living ad- 
justments will be allowed (at present £5 p.a.). 
The salary is subject to deductions under the 
State Superannuation Act. The commencing 
salary will be fixed according to the qualifi- 
cations and experience of the successful ap- 
plicant. Under the Staff Members’ Housing 
Scheme in cases approved by the University 
and its bankers, married men may be assisted 
by loans to purchase a house. Applications 
giving the names of three referees, should be 
forwarded to reach the undersigned, from 
whom further information may be obtained, 
not later than 5 August, 1960.—M. A. Telfer, 
Registrar. 





CHIEF ACCOUNTANT 


Duties: To be responsible to the company 
secretary for office management and the con- 
trol of all accounting functions. The company 
is engaged in a rapidly expanding industry 
and has interstate branches. 

Qualifications: Must be a fully qualified 
accountant (B.Ec. or a member of a recog- 
nsed Institute of Accountants). Post graduate 
work in cost accounting would be an ad- 
vantage. 

Experience: The company uses standard cost 
procedures, budgetary control and operates a 
punch card installation for data processing. 
The applicant should have had experience in 
these fields. 

Age Group: The successful applicant would 
probably be selected from the age group of 
30-45 years. 

Salary and Conditions: The commencing 
wlary is from £2,250 to £2,500 per annum 
according to qualifications and experience and 
in addition an annual bonus payment will be 
made. A generous staff provident fund is 
wailable, the company paying 75% of the 
contributions. 

Applications: Strictly confidential. Please 
apply in writing giving complete relevant and 
Personal details to— 

“Chief Accountant”, 
Cable Makers Australia Pty. Ltd., 
Liverpool, N.S.W 
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TAXATION—J. A. L. Gunn & Partners 
seek applications from qualified accountants 
who have specialised in taxation since gradua- 
tion, have the ability to do opinion and 
consulting work, and who are keen to make 
this field their career. This position com- 
mands an excellent salary. Applications, 
(which will be treated in strict confidence) 
giving full details of experience, qualifications, 
education and salary expected, should be ad- 
dressed to “Taxation Consultant”, J. A. L. 
Gunn & Partners, 8 Bond Street, Sydney. 


QUALIFIED ACCOUNTANT, wide taxa- 
tion experience, has time available to assist 
practitioners in Melbourne. Reply No. 639, 
c/- Australian Society of Accountants, 37 
Queen Street, Melbourne. 


ASSOCIATE in Brisbane has spare time 
available. Is prepared to assist fellow prac- 
titioner in keeping books. Reply No. 658, 
c/- Australian Society of Accountants, Empire 
House, Wharf Street, Brisbane. 


ARRANGEMENT—Fellow, small _ estab- 
lished practice, city office, would like to con- 
tact young practitioner with sound audit 
experience, and spare time, view partnership 
after trial period. Details in confidence to 
“Audit”, Box 1433, G.P.O., Sydney. 





MANAGEMENT 
We invite applications for appointment to 
our Consulting Staff from 


ACCOUNTANTS, ECONOMISTS, 
MARKETING SPECIALISTS 


P.A. is a leading firm of management con- 
sultants operating in the U.K., Canada, U.S.A. 
and throughout Australia. The total con- 
sulting staff is over 300, of whom 90 are in 
the Australian company. 

We offer a career of great interest and 
responsibility with exceptional opportunities 
for advancement. 

Qualifications: Applicants should be 30-35 
with a university degree in Commerce, Eco- 
nomics or Arts and several years’ experience 
in industry or commerce. 

Training: All consultants receive extensive 
full time training in production, management 
accounting and marketing. 

Remuneration: The salaries paid are de- 
signed to attract and hold men of outstanding 
worth. There 1s a generous non-contributory 
staff provident scheme. 

Applications will be treated in strict con- 
fidence and should provide full details of 
qualifications, exnerience and appointments 
held to—Regional Director, Personnel Ad- 
ministration Pty. Ltd., 50 Miller Street, North 
Sydney, N.S.W. Also at:— Melbourne, Adel- 
aide, Brisbane, Perth. 





Partnership available in expanding Queens- 
land country accountancy and taxation practice, 
accommodation available. A car and small 
capital required as purchase of partnership 
interest could be on terms. Young man, 
teetotaller preferred, apply Box 660, c/- 
Australian Society of Accountants, Empire 
House, Wharf Street, Brisbane. 


PRACTICE FOR SALE—Newcastle city. 
Mainly taxation work. Good offices at reason- 
able rental. Price £1,800, including furniture 
and equipment. For full details reply “Ac- 
countant”, Box 373 P.O., Newcastle, N.S.W. 


WANTED TO PURCHASE—practising pub- 
lic accountant wishes to purchase whole or 
part-practice in Perth or suburbs. Replies to 
No. 666, c/- State Registrar, Australian 
Society of Accountants, 260 St. George’s 
Terrace, Perth. 
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for a strong Australian financial group 
comprising several subsidiaries providing 
financial services to industry and com- 
merce. Shares stand at many times par 
value. The man appointed will be the 
chief accountant in the Group. Location 
Melbourne. 


Starting salary in the range £2,000- 
£3,000 p.a. Superannuation. 


Candidates must be qualified accoun- 
tants and be thoroughly experienced in 
financial accounting including the con- 
solidation of subsidiary accounts. Taxa- 
tion law, liquidity control and _ the 
optimum employment of funds are other 
areas of experience that will be relevant. 
Age about 30-40. 


Please send brief information, quoting 
reference MH/142, to 


Dr. E. Kelsall 
MANAGEMENT SELECTION 
AUSTRALIA 
414 Collins Street, Melbourne 


No information will be disclosed to our 
client until candidates have given per- 


mission after personal discussion. 
PAA/142 


WANTED TO PURCHASE—city or gh 
urban small accountant’s practice, or ty 
agent’s business. Reply “Accountant”, Box 7j, 
P.O., St. Kilda. 


FOR SALE—Facit Machine, Model ESAO 
SF 1 220V-65W, also Bell Punch “Phy 
Adding Machine. Reply No. 659, c/- Ans. 
tralian Society of Accountants, 5 Bligh Street, 
Sydney. 


FOR SALE—Country practice, Queensland 
coastal district, gross turnover approximately 
£2,000. Replies to No. 662, c/- Australian 
Society of Accountants, Empire Hous, 
Wharf Street, Brisbane. 





Agents throughout Commonwealth and New 
Zealand. Also in London and New York, 


Cable & Telegraphic Address: 
“JEFFSTOCK”, MELB. 


Eric R. Jeffery 


Member of the Stock Exchange of Melbourne 
STOCK EXCHANGE BUILDINGS 


422-426 Little Collins Street, Melbourne, C! 


Telephones: MU 9171 (5 lines) 




















LISTEN 


to the NEW 
PYROX Magictape Recorder 


Everything sounds superb on the new Pyro 
Magictape recorder... everything ‘‘plays back 
just the way you recorded it. See the new! 
speed 2 speaker Magictape at your favourite must 
or radio store today ... you'll be surprised thal 
so much quality, so much enjoyment, could com 
so little. 
Check these NEW 
Magictape features 
@ 3 speeds — 13”, 32”, 

7)” per sec.—dgives 

up to 4 hours play- 

ing time per tape. 
@ Twin speakers—for 

balanced tone. 
e@ Quick reading re- 

cording position in- 

dicator. 
e@ Fast rewind, fast 

forward. 
e@ Separate Bass and 

Treble tone  con- 


 PYROX LTD. 


14-36 Queensberry St., Melbourne. 
47-51 Parramatta Rd., Concord, Sydney 





The Australian Accountant, July, 1960. 








ee Ss t = ns ary 


bob 


tid. Per Copy—The Ricopy 505 copies onto a paper 


sting only 1d. (octavo), igd. (qto.), 24d. ¢fscap). ag Ww RB A G L E VY PTY. 
0 Seconds a Copy—Feed documents in fast—only ° ~ LTD. 
mds per copy. Reproduce originals up to 19” width. 
So Easy To Use—Anyone can operate the Ricopy. 245 Pacific Highway, North Sydney — XB 5948 
tere’s only one control. Work in bright office light. 

% 2 Racecourse Road, North Melbourne — FJ 9085 


Colours—Offset Plates— Copy in any of six colours. 
% make top quality offset plates in minutes. Agents in All States 
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Coaching to Meet Your Needs ! 





Arrangements are now being made to 
prepare candidates who require our 


im <@b=- 


y Pyros 

yy assistance for the next and/or subsequent 
te musi : : ; 

sed tha examinations of the Institute. 

uld cost 


Mr. Chant and his Assistants will help you to gain your goal. 
Get the Tuition you need. 


Enquire Now 
COURSE — SECTION OR SUBJECT ENROLMENT 


L. W. CHANT, Coaching Specialist, 


5th Floor, 
Hosking House, Penfold Place, 841 Pitt Street, Sydney. Phone 28-1596 or 7. 
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YOUNG MEN ~ 


are you 


... or do you intend to ge 
and do something with your con 


ELAWESO 


AUSTRALIA'S largest and most 
“~™ gressive business form spec 
have available, IN ALL STAI 
opportunities for the ambitious yg 
man who wishes to leave the dea 
desk and enter the vital and rewa 
field of specialised selling. 


Here is a golden opportunity for 
to take advantage of being traind 
the latest selling techniques, a tra 
that will develop your ability to 
top management as a s«onsultant for 
of our specialist selling divisions. 


Our large highly trained Sales i 
operates from twelve producing 
throughout Australia and New Z 
the vastness and efficiency of this 0 
sation is positive proof of the treme 
scope for advancement and promo 


T PARAGON 


Seti ale 
5 peti adens PRBH OTS 
ete ted wel ae * 


Earn a good salary plus—expen 
commission—extra performance 00 
also regular opportunities for mos 
reward in special campaigns. 


i ee ae SOs 
ee ~ : 
— ae = 


WODONGA 
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IODAY'S SPECIALIST SALESMAN IS TOMORROW'S TOP EXECUTIVE 


MELBOURNE 


in an 
fice chair 





ARAGORN 


MOORABBIN 
in writing to— 
General Sales Manager, 
LAMSON PARAGON LIMITED, 


The Boulevard, Richmond, E.1. 
VICTORIA 


\ 
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wEW —. 

or irenguae he Pentabbet 

Electric Folding Machine ONE 

WRITING | 
SYSTEM 
plus 
STANDARD 
Price £12-10-0 

FOR— 


@ RECEIPTS — 
DEPOSIT 


@ PAY ROLL 
@ CHEQUE WRITING 
@ DEBTORS OR PURCHASE LEDGERS 


L. W. BAGLEY PTY. LT 


245 PACIFIC HIGMWAY, NORTH SYDNEY. 
172 BOUVERIE ST., MELBOURNE, N.3. 2] 


CASHBOOK & 


Folds — Conveys — Stacks 


120 SHEETS PER MINUTE 


Any Fold. . .Any Stock. . . Automatically 


Phone or Write 


L. W. BAGLEY PTY.LTD. MACDOUGALLS Pty. Ltd. 

SYDNEY SYDNEY, MELBOURNE, 

MELBOURNE ADELAIDE, BRISBANE 
AGENTS ALL STATES 














EVEN MIGHTIER 


THAN THE PEN 
Signamat Cheque Signer ' 


ow bee 


gy25-0? 
-— 
YOUR 
SIGNATURE 


ls printed at 10 
times the speed of 
hand signing. 


VIC. MATFA HOUSE, 143 FRANKLIN ST., MELBOURNE. 
SLOMAN AGENCIES. 
W.A. VETTER’S BUSINESS SERVICE. 


S.A. 
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TWO KEYS 
ARE NEEDED 


Signamat is safe 
guarded against un- 
authorised use by 
two key operaton. 


S 


a . 


ws 


NON-RESETTABLE 
COUNTING DEVICE 


Signatures printed 
can be reconciled 
against number of 
cheques signed. 





INDEMNITY 

INSURANCE 
Signamat is so 
that indemnity 
surance is avale® 
against forgery.” 


Get the full facts on this time saver from 


6 es. & lions when 


W 2610. 
8-2653. 


34-5658, 
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